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ABSTRACT 
Since 1979, China has made steady progress in reforming its foreign 
trade regime. The trend is towards a deregulated, decentralised, multi-
channelled, and multi-layered system, combining and co-ordinating 
mandatory and directive planning with adjustment through market forces. 
While the Ministry of Foreign Trade and Economic Co-operation (MOFTEC) 
has adjusted its role more on macro-aspect, foreign trade enterprises are 
entrusted with more autonomy in import and export trade under the 
management by local governments. Import and export control in China, 
though more relaxation is underway, is still a main concern for most China 
traders. Apart from the governmental measures on licensing, foreign trade 
practices including payment terms, shipping arrangement, inspection 
requirement, arbitration, as well as business negotiation are generally 
inflexible to China traders. 
To ascertain perceptions on China's foreign trade practices from China 
trade practitioners, a survey was conducted with special reference to the 
textiles and clothing industry. Empirical findings suggest that China traders 
‘ a r e not satisfied with the issues relating to quality control, delivery, bank 
services, and time-consuming negotiation process. Respondents generally 
regard those state-owned entities, both trade corporations and government 
offices, to be inefficient units. The survey result also highli^ghts that the 




business, in which patience, 'guanxi', and the need to make concession are 
keys to success. One interesting result from the survey is that respondents 
do not perceive corruption to be a big problem in China trade business. 
A number of strategies have been identified for China traders. To be 
successful in doing business in China, they need to build up personal 
acquaintance with their Chinese counterparts, be patient and give 'face' to 
your partners in negotiation,and prepare to compromise. Frequent face-to-
face contacts are preferrable either by making regular visits to China or by 
setting up local representation. Meeting delivery and quality standard are 
main concerns for overseas buyers. To impart their own control measures 
seems to be a viable solution. Organisation in the form of joint-venture 
investment would best fulfill this purpose. 
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China's Economic Reform 
From a planned economy to a market economy, China has achieved 
impressive economic growth in the past 15 years. In 1994, the estimated 
GDP growth was 11.8% reaching 4.38 trillion^ Reminbi (RMB). China has 
become one of the most attractive places in the world to do business. 
Businessmen may find that China is a place for cheap production, a huge 
market for goods and services, a fast moving market for capital, or an 
investment base for better return. 
Being part of its economic reform, China has initiated its foreign trade 
reform since 1 979 when China adopted the open-door policy. The most 
apparent change of the foreign trade regime in China is the trend of 
decentralisation of foreign trade control. Before 1979, the Chinese 
government adopted a central planning role for resources recruitment, goods 
distribution and price setting for over three decades. During that period, 
foreign trade was monopolised by the designated state-owned foreign trade 
organisations. These organisations were specific in terms of product lines 
1 Economic Reporter, Hong Kong: Economic Information and Agency, January 9, 
1995, p.2. 
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and were expected to trade in meeting the import and export targets set by 
the State Planning Commission. The missions of these organisations then 
were just to obtain required raw materials or resources which were in short 
supply domestically, and to obtain hard currency through exporting 
products. The sense of profit making was not as strong as those trading 
firms in other countries. However, there has been substantial change in the 
past decade where various kinds of organisations are allowed to involve in 
import and export trade business. With the fast growing number of foreign-
funded joint-venture enterprises taking care of their own resource 
procurement and product distribution, the state-owned foreign trade 
corporations have been facing keen competition and losing their shares of 
foreign trade business. Over the years, these state enterprises have been 
under drastic reform. 
Apart from the reform on foreign trade organisations, both the foreign 
exchange system and the import and export licensing system in China have 
also been moving closer to international standard and practices. All these 
changes indicate that competition is now the driving force to efficiently 
allocate resources. The change is expected to go on and the trend of more 
deregulation and more competition would require that China traders^ to 
adjust themselves in trading with their Chinese counterparts. 
^China traders in this study refer to companies whose business involve in buying 
from or selling to China, or both. 
I 
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China's Foreign Trade Performance 
^ Since China has adopted an economic reform programme and 'open-
door' policy in 1979, it has achieved significant foreign trade growth. In 
1994, China's total trade volume exceeded US$236 billion (Appendix Table 
1), increased by 21 % from 1993 (Appendix Table 2). The export values 
increased at a drastic rate of 31.9% reaching US$121 billion in 1994. This 
made China the 11th largest exporting country in the world which 
accounted for 2.9% share in world export (Appendix Table 3). The import 
volume of China was about US$116 billion in 1994, up by 11.3% from 
1993. 
When looked at the foreign trade performance in China since its 
economic reform, it proved to be very satisfactory. In 1978, China's total 
trade was just about US$21 billion (AppendixTable 1). It has increased over 
eleven times over the 16-year period. The export business, which has been 
China's most important source of foreign currency, has increased from about 
US$10 billion in 1978 to US$121 billion in 1994, The growth rate over the 
period is about twelve-fold. During the same period, China's import values 
grew by about ten times, from US$11 billion to US$116 billion. 
China's Trading Partners 
Japan, Hong Kong, and U.S.A. were China's top three trading partners 
and they aggregately accounted for US$125 billion, or 52.9% out of total 
trade volume in 1 994 (Appendix Table 4). From the export side, Hong Kong 
was the main market for Chinese products. Hong Kong itself accounted for 
4 
26.7% of China's exports in 1994. Japan was the second largest export 
mark^et which accounted for 17.8%, followed by the United States which 
was about same share as Japan. These three markets together contributed 
to 62.2% of China's source of foreign currency through exporting. 
From the import side, Japan was the largest supplying country to 
China. It took up 22.8% of China's total imports, followed by the European 
Community Countries which accounted for 14.6%. Taiwan and the United 
States were another two important supplying sources to China's purchase. 
They accounted for 12.2% and 1 2.1 % respectively. 
Industry/Commodity Composition 
China's foreign trade policy encourges export of value-added industrial 
products for hard currency while it favours import of those equipments or 
raw materials which are helpful to enhance its export business. Although 
some imported consumption goods are possible nowadays, their shares in 
China's imports are still fractional. 
From the trade result in 1 994, China's manufactured commodities 
export valued US$101 billion, or 83.7% of its total exports (Appendix Table 
5). Among various industries, the textiles and clothing is the most important 
industry for China's exports^. China's imports in 1994 amounted to 
US$116 billion. Equipments and machinery were the major categories which 
accounted for 44.6% (Appendix Table 5). 
^From Appendix Table 5, the textiles and clothing industry accounts for 30.3% 
and 11.2% of China's exports and imports, respectively. 
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Geographical Tradfi Performance 
^ Among the municipalities, provinces and autonomous regions in China, 
Guangdong has performed extraordinarily well. The export value of 
Guangdong was US$50 billion in 1994 (Appendix Table 6), or 41 .4% of 
China's exports. Its import valued at US$47 billion, or 40 .2% of the nation's 
imports. The exceptional performance in Guangdong may be attributable to 
at least two factors. First, Guangdong was instructed to take special policies 
and flexible measures in economic reform prior to other provinces in China. 
Secondly, Guangdong is geographically close to Hong Kong and has been 
a native place to most Hong Kong businessmen*. 
In terms of export, Shanghai was the second largest area and Beijing 
ranked the third. Among the top ten exporting provinces/regions, all of 
them, except Beijing, are coastal provincies or municipalities. This is not 
surprising because China has deliberately given privilege policies to the 
coastal areas and these areas are more convenient for China traders. 
From the import perspective, Beijing followed Guangdong to be the 
second largest market. Despite that there was a slight negative growth rate 
in 1994, Beijing alone accounted for 18.1 % of the nation's imports. 
Shanghai ranked the third. 
In promoting foreign trade and attracting foreign investment, China has 
designed some open areas in selected cities. There are five Special Economic 
"^Toyojiro Maruya, "Guangdong as a Model of National Economic Development 
for China", in Edward Chen and Toyojiro Maruya (eds.) A Decade of "Open-Door" 
Economic Development in China, 1979-1989, Hong Kong: The University of Hong 
Kong, 1992, p.153. 
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Zones、14 coastal cities®, and many economic and technical developement 
area专 all over China. The total trade v o l u m e conducted in Special Economic 
Zones in 1994 was US$33 billion (Appendix Table 1), or 14.1% share. The 
coastal cities aggregately accounted for US$60 billion, or 25.6% of total 
trade. 
In terms of trading cities, Shanghai was the largest city in both export 
and import. Shenzhen and Guangzhou were the second and the third 
respectively (Appendix Table 8). 
Joint-venture's Share in China Trade 
Since the early 80s, many foreign investors participated in joint-
venture projects in China. These foreign-funded enterprises can import raw 
materials for their own production and export their outputs directly. Their 
share of business in terms of China's foreign trade has been increasing. 
From Appendix Table 9, the growth rate of export business performed by 
foreign-invested enterprises in 1994 was 37.6% while the growth rate of 
import was 26.6%. These were all higher than China's export growth of 
31.9% and import growth of 11.3%. 
^Five Special Economic Zones include Shenzhen, Zhuhai, Shantou, Xiamen and 
fHai 门 an. 
®The fourteen coastal cities are Tianjin, Qinhuangdao, Dalian, Shanghai, Nantong, 
Lianyungang, Ningbo, Wenzhou, Fuzhou, Qingdao, Yantai, Guangzhou, Zhangjiang, 
and Beihai. 
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China's Negotiation in Joining WTO^ 
^ China has been actively seeking to re-join GATT since 1 986. In order 
to satisfy the trade criteria set by the body, it has committed some reforms 
in its foreign trade system, especially on the aspects of import control. 
China lowered tariffs on some imported items and initiated the relaxation on 
import licensing according to a gradual schedule. However, despite the long 
period negotiation, China still failed to be admitted to resume its membership 
in GATT by end of 1994 and was unable to become the founding member 
of the World Trade Organisation which was established on January 1, 1 995 
to replace GATT Even so, China is still trying its best to conduct negotiation 
with its counterparts, particularly the United States, in 1 995 to see if it can 
be admitted to be the founding member as a special case. If China can 
successfully join WTO, it is expected that the foreign trade system in China 
would be under further reform in order to meet international criteria. 
Importance of China's Foreign Trade to Hong Kong 
China is an important trading partner to most countries in the world. 
It is particularly important to Hong Kong. Hong Kong has been undergoing 
industrial restructuring. In addition, its entreport has been increasing rapidly 
since the 1980s. From the trade statistics, it reveals that the growth of 
Hong Kong's total trade in 1994 was about 14.2%, reaching HK$2,421 
billion (Appendix Table 10). While its total export growth was 11.8%, Hong 
7World Trade Organisation (WTO) was established on January 1, 1995 to replace 
the General Agreement on Tariffs and Trade (GATT). All members of former GATT 
are founding members of WTO. 
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Kong's domestic export was in fact declining. The re-export growth, on the 
other hand, was 1 5.1 %, which to large extent contributed to the economy's 
continuing growth (Appendix Table 11). 
China is the most important trading partner to Hong Kong, both in 
terms of import (Appendix Table 12) and domestic export (Appendix Table 
13). It is also the major source of supply for Hong Kong's re-export 
(Appendix Table 14) as well as the largest destination for foreign products 
(Appendix Table 1 5). 
Apart from trade, China, especially its southern region, is also a 
production base for Hong Kong manufacturers. Owing to the increasing cost 
of production, including rent and labour, most Hong Kong manufacturers 
have moved their production base or assembly lines to China. Some still 
keep a limited operation in Hong Kong for order processing. The move of 
production lines are either in the form of equity joint-venture, where Hong 
Kong businessman invests capital or machinery to a Chinese factory, or in 
form of processing trade, where Hong Kong businessman makes no 
investment in equity but provides raw materials or semi-finished products to 
a Chinese factory for assembly or production. In the latter case, the Chinese 
manufacturer will charge a processing fee for the added-value. Appendix 
Table 16 shows the statistics of Hong Kong's trade involving outward 
processing in China. 
Objectives of the Study 
In this study, it is intended to achieve the following objectives: 
I 
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1. To review the change and development of China's 
、 foreign trade regime; 
2. To discuss the various dimensions of China's foreign 
trade practices; 
3. To discuss the impact on trade if China becomes a 
member of WTO; 
4. To identify potential problems and opportunities 
associated with such changes for China traders; 
5. To ascertain the perceptions of China traders on China's 
trade practices, with special reference to textiles and 
clothing industry; and 
6. To formulate strategies for China traders in view of the 
change and development of China's foreign trade 
practices. 
Scope of the Study 
In reviewing the foreign trade regime, a general perspective will be 
taken. Issues of both import and export of China will be discussed in detail. 
However, as the contents related to foreign trade are so broad, the 
discussion will focus on conventional import and export of commodity. 
Technology transfer,and some issues related to trade practices, including 
taxation, tariffs and customs duties, as well as patent and copyright, will 
not be included in this study. 
Although it is not intended to discuss trade practices on any specific 
10 
commodities,丨 have chosen the textiles and clothing industry as the survey 
target. Commodities included in this industry under survey range from 
primary goods to manufactured products. More importantly, those goods are 
subject to different degree of import and export control. This is to ensure 
that this study, to a large extent, represent China trade practices. 
Methodology 
Literature Review 
A large number of materials on China's economic and foreign trade 
reform are available. An indepth review on some of those publications has 
been conducted in order to see the trend of the change of the foreign trade 
regime, particularly the foreign trade policies, the administrative 
organisations, as well as the import and export control. China's foreign trade 
practices will also be reviewed in this study with an aim to identify the 
uniqueness of Chinese trade practices. 
Survey 
To impart a more comprehensive understanding on the China's foreign 
trade practices, a survey was conducted to collect the general perceptions 
from China trade partitioners. The textiles and clothing industry was 
selected to be a representative industry as survey target. This particular 
industry is an important industry to both China and to Hong Kong. In 1 994, 
it accounted for about 21 % of trade volume in China (Appendix Table 5) and 
about 39.7% of domestic exports in Hong Kong (Appendix Table 17). 
> 
CHAPTER II 
AN OVERVIEW OF CHINA'S FOREIGN TRADE REGIME 
China's Foreign Trade Reform 
The foreign trade system includes the management and administrative 
system of China's foreign trade. Since 1979, China has been reforming its 
system by phases. During each phase, changes were designed to achieve 
some prescribed objectives. There are at least four phases in foreign trade 
reform can be identif ied\ 
Before 1979 
Ever since the formation of the People's Republic of China in 1949, 
China has adopted a socialist foreign trade management and administrative 
system. It was a highly centralised planning economic system. All China's 
foreign trade activities were monopolised by the former Foreign Trade 
Ministry and were conducted through the state-owned foreign trade 
.corporations which were under the supervision by the Ministry. Imports and 
exports were conducted strictly according to the State plans. Every foreign 
trade corporations were assigned a specific product line in coordinating the 
i j i n Wen, "Reform of Foreign Trade System in China", China Trade and 
Investment, June 1994, p.7. 
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trade targets set by the central government. By that time, the State 
assumed all the responsibilities of profits and losses of the foreign trade 、 
corporations. This type of monopolistic control system continued until late 
1978 when the Third Plenum of the 11 th Congress of Communist Party of 
China decided to adopt economic reform. 
Four Phases of Reform 
1979 - 1987 
This was the primary phase of the reform. In this phase, the reform 
mainly focused on two themes. Firstly, the monopoly of foreign trade 
activities by the central government was broken and some foreign trade 
rights were decentralised. Secondly, there was intention to bridge the 
industrial and trade sectors together^ Such reform had essentially caused 
multi-channels for import and export trade. It also enlarged the export scope 
and power of local governments: 
"The major points of reform measure were to increase trade ports and 
points, broaden trade channels, decentralise operating rights, reform 
the highly centralised system of operation, change the sole mandatory 
planning administration system, combine planning with market 
' regulation, restore the import and export licensing system and 
improve the management of export quotas.“㊀ 
1988 - 1990 
^China Business Guide Book 1994-1995. Hong Kong: China Intric Ltd., 1994, 
p.5. 
3jin, op. cit_, p.7. 
I 
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system across the country. Under this system, foreign trade corporations 
woujd not receive export subsidies and, unlike past practices, they should 
be responsible for their own profits and losses. Most local subsidiaries and 
branches of national foreign trade corporations were delinked with their 
parent companies. The management authority over these provincial foreign 
trade bodies was devolved on the local governments. Foreign exchange 
swap markets were established. Pilot test program on self-responsibility for 
profit and loss were introduced in light industries, such as garments and arts 
and crafts sectors'^. 
1991 - 1993 
In this phase, some major changes were obvious. These included the 
cancellation of the State's financial subsidies to foreign trade corporations 
and the adoption of the nationally uniform system of exchange retention 
ratios based on classification of major categories of goods and the 
establishment of the foreign trade enterprises self-sustaining mechanism: 
"These measures were designed to bring foreign trade gradually onto 
the track of unified policies, fair competition, autonomous operation, 
self-responsibility for profit and loss, integration of trade with industry 
and implementation of the agency system."^ 
The Ministry of Foreign Trade and Economic Cooperation (MOFTEC) 
has also been restructuring its organisation so as to change its functions in 






^ The new phase has started from January 1, 1994. The main theme 
in this phase was the reform of foreign exchange system. This was marked 
by unification of exchange rates, elimination of mandatory import and export 
plans and exchange retention system, and application of the system of 
selling off exchange to banks and purchasing exchange from banks®. 
China's Foreign Trade Policy 
China's foreign trade phlfosophy was viewed as a means of balancing 
physical surplus and shortages. It was a way of filling gaps in domestic 
supply and maintaining certain proportions among different economic 
sectors.7 The function of export was merely a source of foreign exchange 
earned to pay for the required import. The foreign trade target was planned 
and set by the State and was realised by designated foreign trade 
corporations. 
It was not until 1979 that this rationale of foreign trade policy was 
challenged. The State decided to encourage and to expand exports in order 
to stimulate economic growth. Export-oriented investment projects were 
welcomed and preferential policies were granted. Import volume increased 
as a result of the excellent achievement in export. However, the control over 
import has remained cautious. Priority was given to those goods or materials 
6|bid. 
^Hong Wang, China's Exports since 1979, New York: St. Martin's Press, Inc., 
1993, p.58. 
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which could be utilised in industrial production to earn foreign exchange. 
\ ' According to the MOFTEC, the fundamental principles of China's 
foreign trade are: 
1 . The principle of equality and mutual benefits; 
2. The principle of keeping the import-export balance; 
3. Policy of actively encouraging and supporting export; 
4. Fair and reasonable pricing principle; 
5. Policy of market diversification; and 
6. Principle of trade mode diversification.8 
,'As the reform evolves, some major points related to the foreign trade 
policies can be generalised. These include improving macro-level 
management, accelerating the transformation of operational mechanism of 
foreign trade enterprises, enhancing coordinating services for trade business, 
and maintaining the uniformity of trade policies and raising transparency. 9 
Improve Macro-level Management 
The Chinese government decided to adopt policies to control the 
economy through macro perspectives instead of micro or operational 
intervention. This policy also applied to its foreign trade reform. This is to 
be achieved by using legal and economic instruments, supplemented by 
some necessary administrative means. 
8China Business Guide Book, Hong Kong: China Intric Ltd., 1992, pp5-6. 
9Jin, OPe cit., pp.7-9. , 
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Accelerate Transforming the Operational 
Mechanism of Foreign Trade Enterprises 
> 
The State will no longer issue mandatory plans to foreign trade 
enterprises nor will it offer any preferential interest rates on export financing. 
These enterprises are expected to compete with both the domestic and 
foreign enterprises on equal footing. The objective of changing the operating 
mechanism of foreign trade enterprises is to turn them into dealers of import 
and export commodities from executors of state plans. They are also 
expected to diversify their operations and to provide agency services to 
those enterprises or factories without import and export rights. 
Enhance Coordinating Services for Trade Business 
This includes strengthening the chamber of commerce for importers 
and exporters and give good play to their role in coordinating and serving the 
foreign trade activity. Social intermediary service systems are also improved 
to provide support to the operation of the enterprises. These include various 
kinds of research and consulting institutions, law firms, accounting firms, 
and auditing agencies. 
Maintain the Uniformity of Trade Policies 
and Raise Transparency 
This is part of the main responsibility of the MOFTEC which shall act 
as the sole agent to stipulate all the laws, regulations, and policies 
concerning China's foreign trade. All foreign economic and trade laws, 
» 
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regulations, policies that do not involve national security and commercial 
secrets should be made public. Internal rules formulated in the past that are 
still valid should all be made public to increase transparency. 
Administration of Foreign Trade 
Organisations 
Governmental Bodies 
"The current foreign trade system in China is administered on two-
tiers - t h e State and the provincial/municipal. 
The MOFTEC is responsible for the nationwide overall administration 
as well as macro foreign trade policies while the local governments at 
provincial or municipal level take care of the foreign trade management in 
their own areas. They have established foreign economic relations and trade 
offices or commissions to carry out the supervisory function. MOFTEC also 
sets up Special Commissioner's Offices in some major cities. Their main 
tasks are coordinating with local governments as well as handling of matters 
delegated by Beijing headquarter. 
Foreign Trade Enterprises 
In China, not every enterprises or corporations can handle foreign 
trade. Import and export rights should be granted by MOFTEC or its 
branches. However, even an entity has been authorised to handle foreign 
trade, it normally has a narrow scope of business. Commodities under the 




import and export controls are mainly restricted to specialised corporations. 
At present, China's foreign trade enterprises are mainly state-owned 
enterprises, or owned by the people of the country, wi th a few collectively-
owned. According to their nature and scope, foreign trade enterprises can 
be generally classified into the following groups: 
1 • National specialised foreign trade corporation; 
2. National industrial trade corporations; 
3. Comprehensive trade corporations; 
4. Foreign trade servicing corporations; 
5. Production enterprises and enterprise groups with foreign trade 
rights; 
6. Local specialised foreign trade corporations; 
7. Local comprehensive trade corporations; 
8. Local economic and technical development corporations; 
9. Foreign trade corporations in SEZs; 
10. Foreign trade corporations in the economic development areas 
of the coastal open cit ies.” 
Import and Export Control 
Although China has been aiming to return to the 'free-trade' world, its 
import and export management is still strict. However, its recent policy has 
gradually moved to liberalisation of control. 





By 1994, 138 products are currently subject to export quotas or 
> 
licences. There are 16 types^^ which are monopolised by the State. The 
remainder are traded by foreign trade enterprises approved by local 
authorities. All of the nation's foreign trade enterprises can handle export 
comnnodities other than the prescribed 138 items. Foreign-funded joint-
ventures, however, can only export their own products. 
The listed 138 items can be generalised into four different groups. 
1. Massive natural resources and traditional export items; the 
export volume of this type will be decided by the State. 
2. Important foreign exchange earning items whose exports are 
requested to be capped by importing nations; the export 
volume will be decided by MOFTEC. 
3. Export of famous trademarks or those generating large amount 
of foreign exchange; the State does not restrict the export 
volume. 
4. Export subject to quotas imposed by importing nations; annual 
export volume will be decided according to bilateral agreements 
between China and the importing countries. 
Ever since January 1, 1993, all the export products subject to planned 
quota, voluntary quota, compulsory quota and licensing administration and 
other products required to be coordinated are to be under unified 
i^These include rice, soybean, corn, tea, coal, tungsten, antimony, crude oil, 
refined oil, cotton, cotton yarn, trueran yarn, cotton grey, trueran grey, natural silk, 
and semi-finished silk. 
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coordination of relevant chambers of importers and exporters. 
Import Management 
Although China has administrative measures on both import and 
export, its attention is more on the import side. The current foreign trade 
under reform in China focuses on ensuring comformity of its import system 
with international rules. The long and difficult negotiation process on China's 
re-admission to former GATT in previous years has largely associated with 
the degree of openness of China's market to the world. 
While there is no import quotas, China controls its import by means of 
both tariffs and non-tariffs control. For non-tariffs control, canalization''^ 
and import licences are used.""4 
Import licences are administered by MOFTEC. There are two major 
categories which received different degree of controlling. Category I licences 
are strictly controlled by central MOFTEC office. Products belong to this 
category are those items in the State's mandatory import plan. Category II 
licences are handled by the Special Commissioners' offices of MOFTEC or 
by provincial or municipal Economic Commissions. By early 1994, there 
were 53 broad items subject to import licences. However, China has 
committed to liberalise the restriction and to remove more and more items 
^^Canalization refers to a method of import restriction adopted in China. The 
control is done by assigning import rights to one or a few foreign trade 
corporations who are requested to conduct import business according to the State 
plan. 
i^World Bank, China: Foreign Trade Reform. Washington DC, 1994, pp.63-65. 
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from licensing requirements over a three-year period. 
All products other than the first two categories belong to Category III. 、 
China foreign trade corporations are free to handle products in this category. 
Foreign-funded joint-venture enterprises have rights to import materials 
or machineries but strictly for their own production only. Also, imported 
materials for processing trade are exempted from import licences control but 
it requires that production outputs should be exported. 
Foreian Exchange Ma门aaement 
China has always been practising the policy of "centralized control and 
unified management".''^ The central government has exerted its complete 
control over foreign exchange. The State authorises the State Administration 
of Exchange Control (SAEC) to assume the responsibilities and exercise the 
powers of controlling foreign exchange. While SAEC concerns mainly on 
policies, regulations, exchange rates and other administrative issues, actual 
foreign exchange businesses are handled by designated commercial banks. 
In line with its foreign trade reform, China has also conducted reforms 
in its foreign exchange control system. The foreign exchange retention 
system^® and foreign exchange adjustment centers were introduced during 
i^Hong Kong Trade Development Council, China's Foreign Trade System. 1991 ‘ 
p.1 5. 
^®Foreign exchange retention system is a measure designed to encourage local 
enterprises to earn foreign exchange through export. A percentage of foreign 
exchange earned will be kept by the exporting units for their import need. 
Enterprises can also sell the surplus of their retained foreign exchange in the 
foreign exchange swap centers. 
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the reform process. Since the unification of exchange rate in early 1994, a 
new foreign exchange management system has been adopted to replace the 
foreign exchange retention system. Foreign exchange earned from export is 
now required to sell to the banks at the prevailing exchange rate. Foreign 
exchange can be bought back from the bank for import. Under the new 
system, bank will assume the role to bridge the supply and demand of 




AN OVERVIEW OF CHINA'S FOREIGN TRADE PRACTICES 
The Agency System 
Prior to the reforms, China's exports and imports were handled by a 
'purchase-sale' system. Under the former practices, foreign trade 
corporations would purchase products from the local production units in the 
case of export or from overseas suppliers in the case of import. In the latter 
case, imported goods would be distributed to end-users. The foreign trade 
corporations were responsible for all profits and losses from the trade. 
Under the current agency system, foreign trade corporations only act 
as an agent for the production units or end-users and receive commission for 
the services. Profits and losses will be on their principal's account. The 
agents will sign contract with overseas parties and will also handle import 
and export procedures, such as bank documents, inspection, and related 
services. With this system, suppliers or end-users of most traded 
commodities have obtained more influencing power on business contracts. 
China traders, therefore, need to make multi-channelled contacts in doing 




After a deal is fixed, a written contract is required. For exports' 
Chinese corporations will issue their sales contract or sales confirmation 
which contain standard terms and conditions printed in the contract note. 
While Chinese exporters may be open to negotiate terms like price, 
packaging, delivery schedule, or payement methods, they are quite inflexible 
in most pre-determined terms. Although Chinese government has expressed 
that equality in business is one of their foreign trade policies, some sales 
terms are designed to protect the exporters. 
Similar to export business, purchase contracts will be prepared by 
Chinese importers after the confirmation of the deal. Unlike sales contract, 
terms and conditions printed on the purchase contract note are on the 
buyers' side. 
Trade Partners 
Not every company in China can handle export business unless they 
are authorised by MOFTEC or its subsidiaries at local level. Moreover, 
foreign trade enterprises usually have limited scope of business. It is 
therefore important for foreign importers to check the authorisation of their 
suppliers. Depending upon the categories of the commodity, traders should 
negotiate the business deals with the party who has the required export 
licence or quota. 
Prior to the foreign trade reform, import businesses are strictly 
monopolised by specialised foreign trade enterprises. They controlled the 
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required import licences and foreign exchanged allocated by the central 
government. These were all planned early in the year and remained valid 
before the end of calendar year. Purchase decisions made by Chinese 
importers were generally rush when it gets close to the end of a year. As 
importers would try to utilise all resources allocated before their expiration 
or a cut back would be expected in subsequent years. 
As the trade reform progress, more import businesses have been 
decentralised though there are still a number of items subject to import 
licensing control. At present, China traders may negotiate directly with their 
end-users for most commodities. Even though end-users do not have any 
import rights, they are free to choose their import agent under the current 
agency system. The import agent will sign the contract with the foreign 
suppliers, arrange foreign exchange, and handle all banking documents on 
behalf of their principal. 
Trade Contacts and Negotiation 
Form of Negotiation 
Although written type of trade communication is efficient with the 
popular use of facsimile or telex, Chinese companies would prefer face-to-
face interaction whenever possible. This process of oral negotiation is an 
important foundation for a fruitful business in which parties may develop 
their mutual trust and mutual respect. This way of contact is effective not 
just for one off deal but also extend to long-term business. 
As it is not easy for the Chinese exporters to go overseas to make 
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contacts wi th the importers, more active moves are expected from China 
traders. The normal practice is to visit the supplier's offices as frequently as 
possible. Social and informal contacts are important for Chinese business. 
Having successfully built up personal relationship, or 'guanxi、China traders 
in some cases would find that China business is not difficult at all. 
Means of Contacts 
Apart from the regular trade contacts between the China traders and 
their Chinese counterparts, there are more and more export products 
exhibitions or fairs held in China and abroad. Canton Fair, which is held 
twice a year in Apr" and in October, is the most popular occasion for China 
traders. Some mini-fairs have also been organised by municipal or provincial 
governments in an attempt to expand the export of their local products. In 
some cases, governement of cities, counties, or provinces will organise the 
economic and trade exhibitions, mainly in Hong Kong and Macau, aiming to 
enhance trade contacts and to attract foreign investment. 
While there are many trade fairs to promote Chinese exports, China 
traders seem to have limited channel to expose themselves to potential 
buyers. Advertising and participating in product exhibitions in China are 
possible ways to get access to the market. Most Chinese buyers are brand 
seekers and they are unlikely to take risk by pioneering to try new brands. 
The company image and track record in China are absolute advantages to 
foreign suppliers. Once you have built up a strong name, referral among 
Chinese end-users will enable more deals to come. 
\ 
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Liaison Offices in China 
、Making too many business trips to China is relatively costly nowadays. 
Some traders will consider to have their own branch offices in major cities 
and have their own representatives to make frequent contacts with the 
Chinese trade partners. However, the procedure of setting up branch office 
is very complicated in China and is subject to strict requirements, including 
staff recruitment and expenditure audit. If China traders' intention is only to 
have representation for trade contacts rather than committing business, 
liaison office is an alternative. 
Payment 
The most popular type of payment method in ordinary trade is by letter 
of credit. For import business, Bank of China, the Industrial and Commercial 
Bank and Bank of Communications are Chinese commercial banks which 
offer international services to their local clients. At present, foreign banks 
are not allowed to handle RMB business which in effect has limited their 
operation scope. 
In China, banks will only issue letter of credit to overseas suppliers on 
the condition that their clients provide full amount of foreign exchange. 
Copy of purchase contract should also submit to the bank who will assume 
a role to protect the payment arrangement according to contract. 
• Remittance will be an alternative to payment of imported goods. 
However, banks will exert control over advance payment to overseas 
suppliers in order to protect their clients' interest. In past practice, banks 
I 
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can make payment against seller's invoice and copies of delivery evidence. 
However, the recent development will require payment against original 
shipping document, including the document of title deed. 
Payment by collection, such as D/P or D/A, is also common but is not 
widely used by foreign suppliers unless they have long business relation with 
the Chinese buyers. 
For export business, Chinese foreign trade corporations will basically 
require payment by letter of credit. Without this bank guarantee, Chinese 
exporters cannot proceed with export formalities, including inspection and 
customs declaration. 
Transportation 
Although FOB contract term is acceptable in China's export business, 
GIF or C&F is the most popular practices. Under these terms of delivery, 
Chinese suppliers will be responsible to arrange shipping space with the 
shipping companies in China. There are two largest marine transportation 
companies in China, namely China Overseas Transportation Company 
(COSCO) and China National Foreign Trade Transportation Corporation 
(SINOTRANS). These companies, both under the control by the Ministry of 
Transportations, have dominated the market. Some China-owned 




For China's import, SINOTRANS will normally act as receiving agents 
for Chinese consignees as well as shipping agents for foreign shipping 
companies. Foreign ship liners are usually running their operation through 
Chinese agents. 
Insurs 门 C6 
The People's Insurance Company of China (PICO is currently the 
monopoly for China's import and export trade insurance. Though CIF term 
is popular of China's export, overseas buyers may choose C&F term by 
covering insurance in their home country. However, this will create problem 
for those trades from China to Taiwan. No business connection has set up 
between PlCC and Taiwanese insurance companies yet. It is therefore 
middlemen like Hong Kong re-exporters will participate to assume the role 
of intermediary. 
For import goods, Chinese buyers can accept either arrangement. They 
can accept insurance to be covered by overseas supplier or they can cover 
the insurance through PlCC. Generally, Chinese buyers will take C&F terms 
because the premium charged in China is usually lower. 
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Inspection 
^ All import and export commodities are required to be inspected by 
China Commodity Inspection Bureau (CCIB). Their role is to ensure a high 
standard of international exchange of goods. Inspection certificate will be 
issued by this competent authority as supporting document for customs 
control. Both quantity and quality are covered during the inspection. 
Inspection certificate will be served as supporting document in case 
of dispute upon shipping quantity or product quality. It is an international 
practice for the buyer to appoint an independent survey or controller to 
conduct inspection at destination. The finding will be treated as evidence for 
arbitration. However, in most cases, Chinese corporations will adopt a 
clause in their contract note to protect their interest. 
In sales contract, the inspection clause will specify that CCIB 
certificate issued at loading port be taken as final. While in the purchase 
contract, Chinese buyers will request inspection by CCIB at discharging port 
to be final. These terms are rather rigid that it is not easy for the China 
traders to amend. 
Arbitration 
Whenever there are disputes regarding the contract, it is preferably to 
be settled in the Chinese way. Parties concerned will go through friendly 
negotiation process and hopefully work out a solution. In the case of no 
agreement reached from negotiation, disputes are normally put forward for 
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China are handled by China Council for the Promotion of International Trade 
’ ’ 
(CCPJT). I 




SURVEY AND SURVEY FINDINGS 
Survey 
Survey Design 
A mail survey was conducted with special reference to the textiles and 
clothing industry. A questionnaire (see Appendix 2) was prepared in a form 
to collect respondents' comments and perceptions with respect to a number 
of issues on China's trade practices. A cover letter, endorsed by the project 
supervisor, together with the questionnaire and a stamped return envelope 
were sent to the selected companies. Questionnaires were addressed to the 
Managing Director or to the named contact person in the source of sampling 
list. 
Sample Selection 
A sample frame of 250 was drawn randomly from two publications. 
One was from the Birnbaum's Directory of Garment Factories And Agents: 
Hong Kong & South China. 1994-95 which covers more than 4,000 
companies in the selected industry. The other was from the "Textiles and 
Apparel Section" in The TOD 2000 Foreign Companies in Hona Kong which 
covers hundreds of foreign trade offices running textiles and garment 




out. These two sample sources have provided a list of potential respondents 
of both Hong Kong-based and foreign-funded companies operating in the 
Textiles and Clothing industry. 
Timing of the Survey 
Two hundred and fifty sets of questionnaire were mailed to potential 
respondents in batch during February 25 - 27, 1995. A cover letter was 
enclosed with the questionnaire requesting replies by stamped return 、 
envelope on or before March 10, 1 995. 
It was expected that the response rate of a mail survey would be low. 
Therefore, follow-up calls were made to those companies on the sampling 
list, that are known to the author directly or indirectly, to seek for support 
from the respondents by completing and returning the questionnaire. 
Response Rate 
Out of 250 sets of questionnaires sent to selected potential 
respondents, 46 were returned due to the change of address. One 
respondent returned the questionnaire without any answer due to no China 
contact conducted by its Hong Kong office and was discarded. This made 
the net mailing number to be 203. By March 15, 1995, a total 41 usable 




為 Although the selected industry is a representative and an important 
industry to China's foreign trade business, the result of the survey cannot 
be generalised for all trading commodities in China. One should expect that 
some trade practices or problems are unique to a particular industry. For 
example, China's import of equipment or machinery, which also accounts 
for a major share of trade business, will normally be calling for slightly 
different approach in negotiation, including technical discussion and 
commercial negotiation. Sometimes public bids will be called for to select 
supplier. This will be different from the industry covered in this study. 
Nevertheless, the basic style and spirit of trading wi th Chinese are more or 
less the same as the light industrial products that we are concerned. 
Since the designed questionnaire intended to cover a number of 
different areas, it would seem to be quite long for the respondents to 
answer. It wil l require a bit patience to complete. There may be possibility 
that answers given might not be considered carefully due to running out of 
patience, especially for questions in the later section of the questionnaire. 
Finally, the analysis in this report has limited to a simple statistics on 
a question-to-question basis. This type of analysis is employed wi th an aim 
to provide some general perceptions on the China trade issues. No particular 
hypothesis will be tested or verified in this study. The author believes that 
it may be interesting for future studies to expand the scope by incoporating 




Background Information of Respondents 
> 
Table 1 presents a profile of respondents in terms of their country of 
origin, nature of business, number of employees, years of establishment, 
and their turnover in 1994. 
Most respondents are local companies, or 63.4%. The second largest 
group is from Europe, or 14.6%. The rest are comparatively small in 
number. Twenty-one respondents are involved in both trading and 
manufacturing while 19 respondents involved in trading only. The one which 
answered as 'others' is a buying agent which essentially is a trading activity. 
The high percentage of respondents who have manufacturing activities 
(51.2%) may be due to the fact that the selected samples were drawn from 
the directory of factories and agents. In fact, some Hong Kong garment 
exporters have their own production facility but most of them have now 
moved their production operations to China, particularly in Southern China. 
The majority of the respondents are small to medium sized firms, of 
which 53.7% employ less than 50 staff and 34.1% fall into the group of 
less than 200 staff. This is reasonable for a typical trading firm as well as 
for a factory in the light industry. Only 29 respondents provide answers on 
how long they have been operating. The distribution of the answers is quite 
diversified. While the majority (37.9%) is from the group of six to ten years' 
of operations, there are also relatively high percentage for both old and 
young companies. 27.6% of respondents reply to have operated more than 
16 years while 20.7% have just established within last five years. 
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TABLE 11 
PROFILE OF RESPONDENTS： COUNTRY OF ORIGIN, NATURE OF BUSINESS' 
NUMBER OF EMPLOYEES, YEAR OF ESTABLISHMENT, AND TURNOVER 
Number % 
I. Country of Origin: 
Hong Kong/Macau 26 63.4 
China 1 2.4 
USA 4 9.8 
Japan 2 4.9 
Europe ® 14.6 
Canada 2 
Total 41 100.0 
II. Nature of Business: 
Trading only 19 46.3 
Trading and manufacturing 21 51.2 
Others 1 
Total 41 100.0 
III. Number of Employees: 
1-49 22 53.7 
50-199 34.1 
200-499 2 4.9 
Over 500 ？ 7 A . 
Total 41 100.0 
IV. Year of Establishment: 
I - 5 years 6 20.7 
6-10 years ” 37.9 
I I - 1 5 years 4 13.8 
Over 16 years § 
Total 29* 狐 0 
V. Turnover in 1994 (in US$): 
Below 500,000 1 2.5 
500,000-5,999,999 8 19.5 
6,000,000-9,999,999 ” 26.8 
Over 10,000,000 51.2 
Total 41 100.0 
*Twelve respondents did not answer to this question. 
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Most respondents had medium to large turnover volume, in which 
51.2% of respondents had turnover over US$10 million and 26.8% 
operated in a range between US$6 million to $10 million. We may assume 
that their operation in China should be very active. As revealed from the 
statistics given in Chapter I, textiles and clothing industry is one of the most 
important industries in China and it accounts for a lion's share for China's 
export. Our respondents base should have at least contributed partly to 
China's extraordinary trade result. 
Table 2 shows the information of respondents with respect to their 
China trade experience, nature of China trade activity, location of business 
activity and their industry sector. 
Only a small number of respondents (4.9%) started their China trade 
business before China adopted its 'open-door' policy or as early pioneer. In 
fact, we would expect that traders or investors normally would take a wait-
and-see attitude and they would only make their moves when they are more 
satisfied with the market situation. The major move-in actions seemed to 
start at least four years after, i.e. from 1983 onwards. 82.9% of 
respondents reply to have less than 13 years of China trade experience. 
• Respondents were requested to identify their trade directions with 
China. All of them are involved in a varying degree of buying from China. 
They are all China's export customers. The commodities concerned are likely 
to be various styles of garments and textiles yarn and fabrics. There are 
about 53.7% of respondents which handle a two-way trade business, both 
buying from and selling to China. The products they are selling are likely to 
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TABLE 2 
PROFILE OF RESPONDENTS： CHINA TRADE EXPERIENCE, NATURE OF CHINA 
TRADE ACTIVITY, LOCATION OF BUSINESS ACTIVITY, AND INDUSTRY 
SECTOR 、 
Number % 
I. China Trade Experience: 
0-4 years 10 24.4 
5-8 years 13 31.7 
9-12 years 11 26.8 
13-16 years 5 12.2 
Over 16 years ？ 4.9 
Total 41 100.0 
II. Nature of China Trade Activity: 
Pure buying from China 19 46.3 
Pure selling to China 0 0 
More buying from China, less selling to China 15 36.6 
More selling to China, less buying from China 3 7.3 
About 50% buying from China and 50% selling 4 9.8 
to China 
Total 41 100.0 
III. Location of Business Act iv i ty* : 
Northern 19 46.3 
Eastern ， 
Northeastern 2 A-.S 
Southern 26 63.4 
Southwestern 1 
Northwestern ？ 
IV. Industry Sector*: 
Garment 34 82.9 
. T e x t i l e s fiber ^ 19.5 
Textiles yarn/fabrics 6 14.6 
Clothing accessories 4 9.8 
Others ？ i i i -
*Respondents may choose more than one answer. 
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be textiles fibers, including wool and synthetic fibers. None of the 
respondents responded as pure selling to China. 
Southern China apparently is the most important area for China 
traders, particularly in Guangdong Province. 63.4% of respondents have 
business activity in Southern region. Apart from its geographical proximty 
to Hong Kong, no language barrier is also an advantage. More importantly, 
Chinese government's decisiveness of promoting business in the southern 
region, including the introduction of the three Special Economic Zones in 
Guangdong (Shenzhen, Zhuhai, and Shantou), are attributable to the 
booming business in the area. As a result, Guangdong alone accounts for a 
lion's share of China's total trade business. The second popular location for 
respondents is northern China, which includes Beijing, Tianjin, Hebei and 
Shandong. These regions account for the second most popular place for 
respondents' trade business (46.3%). Eastern part of China, including 
Shanghai, Jiangsu and Zhejiang, is the third most important area for our 
respondents' operation (17.1%). These also coincide with the top ten 
foreign trade volume results among China's political districts, as revealed in 
Appendix Table 6. 
. Since the survey samples are those participants in the textiles and 
clothing industry, it is expected that all respondents should belong to at 
least one of the named industrial sectors, where garment would be the most 
popular field. The result shows that 82.9% of respondents do participate in 
the garment industry. The second popular product line is fiber business 
(19.5%) which is followed by yarns and fabrics (14.6%). Two respondents 
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choose to answer 'others' which relate to panty hose and sporting goods. 
^ Table 3 shows information about respondents' trade setting, including 
liaison office, joint-venture investment, trade format, and their trading 
partners in China. 
About two-thirds of the respondents have set up branch or liaison 
offices in China. This percentage is rather high. The reason for this result 
may be partly attributable to the special nature of garment industry which 
involves complex quality control process. As a result, a long-staying 
representative in China is necessary to secure a better control on products 
quality. 
Respondents were asked if they have made joint-venture investment 
in China. Sixty-one percent of respondents say no. While 51.2% of 
respondents have manufacturing activities as revealed in Table 1, it is not 
necessary for them to form a joint-venture with Chinese side. In fact, 
processing trade is an alternative to the investment type setting. Appendix 
Table 18 reveals that processing with imported materials as well as 
processing and assembling are important in China's foreign trade. 
Respondents were asked to rank the most three popular trade patterns 
among the list provided. Not every respondents provide three choices to this 
question. It is not surprising to have the result that basic import and export 
trade is the most popular form. The processing trade is the second most 
popular trading format which supports the generalisation drawn in the 
previous section. From the survey result, we can see that barter trade, 
border trade, and compensation trade are not typical trade formats for 
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TABLE 3 
PROFILE OF RESPONDENTS： LIAISON OFFICE IN CHINA, JOINT-VENTURE 
INVESTMENT IN CHINA, TRADE FORMAT, AND TRADING PARTNERS IN CHINA 
Number % 
I. Liaison Office in China: 
Yes 27 65.9 
No 14 34.1 
Total 41 100.0 
II. Joint-venture Investment in China: 
Yes 16 39.0 
No 25 61.0 
Total 41 100.0 
1st Rank 2nd Rank 3rd Rank 
III. Trade Format*: 
Basic import and export trade 34 (82.9%) 2 0 
Barter trade 0 ( 0%) 0 0 
Border trade 0 ( 0%) 0 1 
Compensation trade 0 ( 0%) 1 1 
Processing trade 6 (14.6%) 7 0 
Others 1 ( 2.5%) 1 0 
Total 41(100%) ” * * 2 * * 
IV. Trading Partners in China*: 
National foreign trade corporation 8 (19.5%) 2 4 
Joint-venture enterprise 12 (29.3%) 6 4 
Provincial foreign trade corporation 1 3 (31.7%) ^ 1 2 
Township enterprise 5 (12.2%) 6 8 
State-owned factory 0 ( 0%) 3 6 
Others 、 3 ( 7.3%) 0 0 
Total 41 (100%) 2 8 * * 2 4 * * 
^Respondents were asked to rank 1, 2, 3 to the answers, where 1 indicates 
Most Frequent. 
**Some respondents did not provide answers of the second or the third rank. 
V 
42 
textiles and clothing industry. Respondents answering 'others' are related 
to wholesale and retail business in China. 、 
The most popular trading partner to the respondents is provincial 
foreign trade corporation. This is a valid situation as textiles and garment 
industry is subject to export licensing or quota control. For textiles yarn and 
fabrics, export licences are required by MOFTEC and issued at provincial 
level. For garment items, export quotas are required by some importing 
countries like U.S.A. and E.G. It is therefore necessary for most of the 
respondents to deal with the provincial foreign trade corporations who 
* 
control the quotas. Joint-venture enterprise is the second most popular 
trading partner. As joint-venture enterprises are generally production units 
with rights to sell their own products and to procure required materials, it is 
logical to generalise that most China traders prefer to contact the ultimate 
suppliers for sourcing or to negotiate with the end-users for selling. The third 
most popular trading partner is township enterprise. Similar to joint-venture 
enterprises, they are basically production units which may have been given 
some degree of autonomy to trade. The only difference is that they are 
collectively-owned entities without foreign interest. 
Respondents' Perceptions on China's Trade Practices 
Table 4 presents the results of respondents' perceptions on a number 
of issues relating to the integrity on contract, the impact of trade reform to 
China traders, the impact of China's joining WTO, and quota by tender. 
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TABLE 11 
PERCEPTIONS ON INTEGRITY ON CONTRACT, IMPACT OF TRADE REFORM, 
IMPACT OF CHINA'S JOINING WTO, AND QUOTA BY TENDER 
Number % 
I. Integrity on Contract*: 
Honour contract 22 53.7 
Find reasonable excuses to escape from 21 51.2 
contractual obligation 
Cancel contract without good reasons nor 6 14.6 
paying compensation 
Cancel contract but agree to pay compensation 5 12.2 
Others ] ^ 
II. Impact of Trade Reform to China Traders: 
No impact at all ^ ^ 从 1 
More easier to do business 5 12.2 
More difficult to do business 22 53.7 
Total 41 100.0 
III. Impact of China's Joining WTO: 
Business volume will increase 21 51.2 
Business volume will decrease 3 7.3 
The effect will be neutral 41.5 
Total 41 100.0 
IV. Quota by Tender: 
Positive effect 41.4 
Negative effect 12 29.3 
No effect at ail 29.3 
Total 41 100.0 
^Respondents may choose more than one answer, 
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Integrity on Contract 
Respondents were asked to respond what their Chinese trade partners 
will generally do when the market condition turns out to be unfavourable to 
them after they have committed to the contract. The result is basically 
positive. While 53.7% of respondents believe that their Chinese 
counterparts will still honour the contract even in an adverse situation, 
51.2% of respondents argue that they will try their best to find excuses to 
avoid the possible loss. There are 12.2% of respondents replying that 
Chinese partners would agree to pay compensation to terminate the 
contract. With this result, we may argue that Chinese businessmen generally 
respect the spirit of contract. Such generalisation may also relate to the 
Chinese culture that people care about 'face, and reputation. They do not 
like to be criticised as dishonour parties. 
Impact of Trade Reform to China Traders 
Respondents were asked how the foreign trade reform in China affect 
their business in general. Surprisingly, the majority of firms (or 53.7%) 
respond that it is more difficult to do business. Only 12.2% of respondents 
say it is more easier. It seems that China traders do not really welcome the 
deregulation and competition as a result of the trade reform. The possible 
explanation to this result is that Chinese business is generally built on the 
foundation of long-term and personal relationship. Once you have 
successfully established 'guanxi' with your Chinese trade partners, 
everything will normally become more easier and smoother. However, with 
t 
45 
the reform, China traders have exposed to a number of choices and multi-
channelled contacts. This would mean that more efforts are required on 
building up stable relationship with new players. 
Impact of China's Joining WTO 
As China is very anxious to become a member of the WTO, it is 
expected that the foreign trade system in China will undergo further reform 
to move towards the international standards. Respondents were asked how 
they view the possible impact on their Chinese business once China is 
successfully admitted as a member of WTO. The majority expects that their 
business volume will increase, while only a small portion, or 7.3%, holds the 
opposite opinion. This finding is basically true because the Uruguay Round 
Agreement of former GATT has called for the elimination of textiles quotas 
now imposed by some importing countries over a ten-year schedule. This 
agreement should be beneficial to those inexpensive producing countries like 
China. Therefore, it is logical to think that respondents from the textiles and 
clothing industry will put a positive remark on this possible move. 
Quota bv Tender 
The MOFTEC has initiated a plan to allocate export quota by tender. 
As respondents of the study are involved in commodities that require export 
quotas, comments on such change are collected. The result shows that 
41.40/0 of firms regard this "positive". Neutral or negative comments 
account for the same percentage. It seems that respondents are not quite 
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sure about the impact of such reform but have conservatively regarded it as 
a go?d move. 
From the next section onwards, respondents were asked to choose a 
score from a scale of one to four to indicate their opinion on most of the 
selected issues. However, a scale of one to five is designed for the issue 
relating to the impact of future changes of trade policies on China trade 
business to allow a neutral opinion. A mean score and its standard deviation 
will be presented. A mean of 2.50 from a four points scale or a mean of 
3.00 from a five points scale will represent a neutral aptitude. 
Flexibiiitv of Chinese Organisations 
Respondents were asked to comment on the flexibility of some of their 
Chinese trade partners. The result is shown in Table 5. Among the named 
organisations, joint-venture enterprises and township enterprises are 
regarded as flexible units while national foreign trade corporations, the 
provincial foreign trade corporations, and state-owned factories are viewed 
to be inflexible. With a mean of 2.85, the national foreign trade corporation 
receive the worst criticism. These inflexible entities are all state-run 
organisations. The perception of their inflexibility may be a result of too 
many red tapes associated with usual government bureaucracies. The mean 
score for joint-venture enterprise is 1.98 which shows that respondents 
regard it as the most flexible trading partners in China. 
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TABLE 3 
FLE)^IBILITY OF CHINESE ORGANISATIONS 
Organisation Mean* Standard 
Deviation 
Joint-venture enterprise** 1.98 0.83 
Township enterpr ise*** 2.28 0.83 
Provincial foreign trade corporat ion** 2.60 0 .74 
State-owned fac to ry* * 2.70 0.88 
National foreign trade corporat ion** 2.85 0.95 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates Very 
Flexible while 4 indicates Very Inflexible. 
* * 4 0 respondents answered to this questions. 
* * * 3 9 respondents answered to this questions. 
Perceived Problems in China Trade 
A number of perceived problems in China trade have been identified 
and comments are invited from the respondents to see if they regard them 
as obstacles to do business in China. Table 6 shows the results of rating. 
Among the list of perceived problems provided, respondents reply that 
language barrier is basically not a problem to them. The mean is 2.10 which 
indicates to be the least problem. This is so because most operations are in 
southern China where people speak same dialect. 
The second least problem is to find a genuine supplier or end-user, 
with the mean of 2.41. As a result of the trade reform, China traders would 
have to expose themselves to multi-channeled contacts, such as screening 
the ultimate suppliers when buying or locating the end-users when selling. 




PERqEIVED PROBLEMS IN CHINA TRADE 
Perceived Problems Mean* Standard 
Deviation 
Language barrier 2.10 0 .74 
Find a genuine supplier/end-user 2.41 0.71 
'Guanxi'-oriented 2.56 0.67 
Chinese partner's request for personal benefits 2.61 0.77 
Too much concession made to Chinese 2.63 0.62 
partners 
Shortage of foreign currency 2.63 0.86 
Unstable currency exchange rate 2.63 0.92 
Unfair contract terms 2.66 0.73 
Unstable economic environment 2.68 0.57 
Import permit cont ro l ** 2.68 0.86 
Availability of export quota** 2.73 0.82 
Chinese partners'lack of market information 2.73 0.90 
Unrealistic price policy 2.76 0.66 
Find a reliable supplier/end-user 2.76 0.70 
Chinese partners, lack of product knowledge 2.90 0.80 
Unfair arbitration in case of contractual 2.98 0.70 
dispute** 
Time-consuming in business negotiation 3.02 0.69 
Unreliable delivery schedule 3.07 0.72 
Inefficiency of bank s e r v i c e s " 3.08 0.80 
Unreliable quality control 3.24 0.62 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates No 
Problem At AH while 4 indicates Serious Problem, 
* * 4 0 respondents answered this question. 
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genuine or to assess their creditabllity. While respondents believe that it is 
not 尹 problem to find a genuine supplier or end-user, assessing the 
creditabllity of their counterparts will be a problem which receive a mean of 
2.76. 
One feature of China business is that Chinese are relation-oriented. 
Relationship can be developed from kinship or from friendship. In Chinese, 
'guanxl' represents some sort of mutual trust and mutual care. With this 
foundation, business become more easier. Among the respondents, the 
practice of 'guanxi'-oriented is the third least problem to them, wi th the 
mean of 2.56. 
Most people would argue that corruption is the major obstacle to do 
business in China. Interestingly, respondents do not react strongly to the 
perceived problem of Chinese partner's request for personal benefits. In fact, 
the mean score of this issue is 2.61 which is the fourth lowest among all. 
Respondents perceivethatunreliablequality control (3.24), inefficiency 
of bank services (3.08), unreliable delivery schedule (3.07), and time-
consuming in business negotiation (3.02) are the four major problems in 
China trade business. Apparently, the majority of respondents lack 
confidence in China's quality control. This result may partly reflect the 
situation that China traders care more about product quality and delivery in 
their trade business than the efforts they need to commit in getting the deal. 
The negative feedback on the bank service is due to the inefficient 
documentation processing which is important in the international trade. 
Other perceived problems, including foreign exchange, import-export 
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control, Chinese partners'market information and product knowledge, etc., 
receive mean scores between 2.63 to 2.98, which tend to indicate a 、 
negative aptitude. 
Means of Trade Contacts 
Thanks to the rapid development of technology, communication with 
China has improved tremendously. Back to early 80s, long-distance calls to 
China were through operators and lines were very limited. Frequent contacts 
to Chinese trade partners were difficult. Telex was an alternative to have 
immediate message reception but it demanded communication in English. 
Also, the response was usually slow from China. Business trips to China 
were possible but related services such as flights, accommodation, or local 
transportation could not satisfy the needs. The Canton Fair held in 
Guangzhou twice a year was then an effective way to provide a channel for 
China traders to access to people and products. Today, life is a lot more 
easier. With the improvement of telecommunication network, IDD calls and 
facsimile are used frequently. Travel to China is more convenient than the 
past, yet getting quite expensive. 
. Respondents were asked to give comments on how they view the 
effectiveness of various means of contacts with their Chinese partners. 
Table 7 presents the result. It is not surprising to find that, with a mean of 
3.20, communication via letter become outdated in the business world. The 
most effective type of means of trade contacts is to set up a liaison office 
in China and have local staff to make day-to-day contacts. Its mean score 
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is 1.71. The second most effective way is to pay personal visit to your trade 
partr^er's office as frequent as possible. The third most effective means of 
contacts is to appoint a local agent to make contacts on your behalf if a 
liaison office is not available or personal visit is not as frequent. All these 
require face-to-face contact which may enhance strong interaction during 
the negotiation or discussion. This is also important means to develop 
personal relationship. 
TABLE 7 
EFFECTIVENESS OF MEANS OF TRADE CONTACTS 
Means of Trade Contacts Mean* Standard 
Deviation 
Set up a liaison office in China and have local 1.71 0.72 
staff to make contacts 
Visit the Chinese partner's office 1.80 0.68 
Appoint a local agent to make contacts on 2.1 5 0.79 
your behalf 
Communicate via long-distance telephone 2.22 0.69 
Communicate via facsimile 2.34 0.69 
Negotiate business in five-star hotel restaurant 2.34 0.69 
Negotiate business in an entertainment place 2.56 0.84 
at night time 
Attend the Canton Fair 2.78 0.76 
Attend the Mini Fairs held in various provinces 2.80 0.68 
Attend the economic and trade exhibitions 2.85 0.73 
held in Hong Kong/Macau 
Communicate via letter 3.20 0.6S 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates Very 
Effective while 4 indicates Very Ineffective. 
\ 
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Communication via long-distance call is an alternative to face-to-face 
contacts. This is an effective means which allows two-way communication 
and instant feedback. Communication via facsimile is popular nowadays 
which allows written message of detailed issues. 
Product exhibitions and trade fairs, though they are important channels 
for Chinese side, are not regarded as effective means of contact. Despite its 
long history, Canton Fair seems to have lost its importance in China's 
foreign trade. 
The informal meeting places seem to have less impact on the 
effectiveness. Respondents tend to give neutral remark on the two named 
entertaining venues. 
Qualitv of Chinese Trade Partners 
In the previous section, respondents were exposed to issues on some 
poor qualities of their Chinese trade partners. In this section, they were 
requested to comment how they perceived the quality of their counterparts 
in some specific attributes. The result is shown in Table 8. 
The most negative criticism on Chinese business relate to knowledge 
of international trade practices (3.10), willingness to take risk (3.07), and 
knowledge of banking document practices (3.05). The first and the third 
areas may be due to insufficient training or limited exposure of businessmen 
in China, while the second aspect is more or less inherited from the Chinese 
management philosophy. Under the old Chinese management practices, 
people would seldom work very hard because of the lack of incentive. Their 
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rationale is not to create trouble rather than to perform outstandingly. With 
this pptitude in mind, it is hardly for the Chinese to assume risk in trade 
negotiation. 
TABLE 8 
QUALITY OF CHINESE TRADE PARTNERS 
Attributes Mean* Standard 
Deviation 
Personal integrity 2.39 0.54 
Honesty in contract performance 2.41 0.59 
Product knowledge 2.54 0.55 
Efficiency 2.56 0.59 
Flexibility in negotiating contract terms 2.66 0.57 
Market information 2.83 0.70 
Knowledge of banking documents practices 3.05 0.63 
Willingness to take risk 3.07 0.52 
Knowledge of international trade practices 3.10 0.54 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates 
Excellent while 4 indicates Very Poor. 
Surprisingly, respondents give a positive remark on the personal 
integrity among others. Its mean score is 2.39 which is the lowest. This 
corresponds to why they perceive Chinese requesting personal benefits 
being not a problem. Despite there are complaints on serious corruption in 
China, the finding in this study cannot give any support to such criticism. 
The possible explanation to this finding may be that the respondents under 
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survey have not exposed themselves to those Chinese who control critical 
resources. As most of the respondents are buying from China and there are 
choices for them, there is no chip from Chinese side to exchange for 
personal benefits. However, in some cases like China importing, those who 
have order or import permit in hand will have great influence on the 
contract. This may cause the problem of corruption. 
While respondents believe that their trade counterparts generally have 
poor market information, they tend to give neutral remark on Chinese, 
honesty in contract performance, product knowledge, efficiency, and 
flexibility in negotiating contract terms. 
Impact of Future Changes of Trade 
Policies on China Trade 
As China has been eagerly seeking to become member of WTO, it is 
expected that its foreign trade system will be changing to meet with the 
international criteria. The most likely changes will be on reduction of tariffs 
and non-tariffs controls, like import/export licensing and quota. Free 
convertibility of RMB is also an important trend for China to join WTO. 
Respondents were invited to evaluate how these possible changes will affect 
their trade in China. A scale of five points is given for respondents' choice 
for this question to allow a perfectly neutral opinion. Therefore, a mean of 
3.00 will represent a neutral idea. Table 9 shows the result. 
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TABLE 9 
IMPACT OF FUTURE CHANGES OF TRADE POLICIES 
ON CHINA TRADE BUSINESS 
Changes in Trade Policies Mean^ S H ^ 
Cancellation of import/export permits** 1.73 0.72 
Cancellation of quota** 1.98 1 .OO 
Free convertibility of RMB 2.27 0,S^ 
Reduction of tariffs 
Devaluation of RMB _ “ . ？ 2 
•Mean is calculated based on a scale from 1 to 5, where 1 indicates Very 
Positive while 5 indicates Very Negative. 
* * 4 0 respondents answered to this question. 
Generally speaking, respondents give postive remarks to all of the 
changes. Among them, the issues relating to import and export control 
receive stronger response. This result is quite logical because the selected 
sample in this survey is currently subject to a varying degree of control 
either by Chinese g o v e r n m e n t or by importing countries. They tend to 
welcome the cancellation of existing non-tariffs control. The reduction of 
tariffs, which should have direct impact on China's import, is regarded not 
as positive as those non-tariffs measures may be due to our sample of 
respondents are more on buyers side. Interestingly, even from the buyers' 
point-of-view, they do not think that the devaluation of RMB will be 
beneficial to their purchasing in China. 
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The Functions of Joint-venture to China Trade 
^ There are about one-third of the respondents having joint-venture 
setting in China. Perception on the role of a joint-venture is collected. Table 
10 presents the result. 
TABLE 10 
IMPORTANCE OF ESTABLISHING A JOINT-VENTURE FACTORY 
TO CHINA TRADE 
Functions of Joint-venture Factory in China Mean* Standard 
Deviation 
A reliable production base 1.61 0.80 
Good control of delivery schedule 1.61 0.86 
Good control of quality 1.63 0.83 
Good access to supplier/end-user 1.80 0.71 
Easy to build up 'guanxi' or personal 2.00 0.77 
acquaintance wi th Chinese partner 
Better pricing 2.17 0.70 
Autonomy in import/export right 2.21 0.78 
Easy to obtain export quota 2.27 0.95 
Flexible in avoiding some customs duty or 2.29 0.81 
tariffs 
Access to local market 2.39 0.83 
Access to market information 2.46 0.81 
Easy to obtain foreign currency 2_56 0 .74 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates Very 
Important while 4 indicates Very Unimportant. 
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Strong positive comments are given to being a reliable production base 
(1.61), good control of delivery schedule (1.61), good control of quality 
(1.63), and good access to supplier or end-user (1.80). These correspond 
to respondents' major worries in China trade regarding the problem of 
delivery and quality control. Having a joint-venture in China will be likely to 
have better control. It is also helpful to build up 'guanxi' with Chinese 
partner with a joint-venture setting (2.00}, which is very valuable in the 
context of Chinese business. Perceptions on other possible functions are 
mostly positive though they are not as strong as the roles discussed. 
Efficiency of Chinese Organisations 
Respondents were asked to comment on the efficiency of various 
types of Chinese organisation. Table 11 shows the result. Interestingly, the 
general perceptions on governmental organisations are basically negative of 
which the state-owned bank, the central MOFTEC office, and the provincial 
MOFTEC office are considered to be the most inefficient organisations. Their 
mean scores are 3.13, 3.08, and 3.08 respectively. The first one handles 
shipping documents while the other two are involved in import and export 
licence or quota issuance. Agreeing with the previous findings, joint-venture 
enterprise (2.10) and township enterprise (2.28) receive better remark from 
the respondents. The other organisations, including provincial foreign trade 
corporation, shipping company, national foreign trade corporation, insurance 
company, chamber of commerce, inspection bureau, and customs office, 
also receive varying degrees of negative remarks from respondents. 
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TABLE 11 
EFFI(j:iENCY OF CHINESE ORGANISATIONS 
Chinese Organisations Mean* Standard 
Deviation 
Joint-venture enterprise** 2.10 0.59 
Township enterprise** 2.28 0.55 
Provincial foreign trade corporat ion** 2.53 0.60 
Shipping company 2.54 0.71 
National foreign trade corporat ion** 2.60 0.55 
Insurance company** 2.85 0.62 
Chamber of commerce** * 2.90 0.60 
Inspection bureau** * 2.95 0.60 
Customs office 2.98 0.72 
Provincial MOFTEC o f f i c e * * * * 3.08 0.36 
Central MOFTEC o f f i c e * * * * 3.08 0.55 
State-owned b a n k * * * 3.13 0,52 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates yery 
Efficient while 4 indicates Very Inefficient. 
* * 4 0 respondents answered to this question. 
* * * 3 9 respondents answered to this question. 
* * * * 3 7 respondents answered to this question. 
Percep t i ons on Se lec ted T rade Practices 
In this section, respondents were requested to show their degree of 
consent to 29 statements regarding the trade practices in China. Emphasis 
is more on the perceptions on the current practices. Table 12 presents the 
result. 
Among those 29 statements on current China trade practices, quality 
seems to be the main concern to respondents. With a mean of 1.27, most 
respondents agree that it is important to have their own quality control 
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TABLE 11 
PERCEPTIONS ON CHINA TRADE PRACTICES 
Statements on China Trade Practices Mean* Standard 
Deviation 
It is important to have your own quality 1.27 0.55 
control on all goods purchased from China. 
It is important to be patient in negotiating 1.66 0.62 
with Chinese. 
It is more easier to do business with Chinese 1.68 0.69 
if you are from the native place or if you 
speak their dialect. 
The Chinese businessmen are more flexible in 1.80 0.75 
Special Economic Zones than in other cities in 
China. 
It is more expensive to do business in China. 1.80 0 .84 
It is important to give 'face, to your Chinese 1.85 0.65 
partner at all times. 
The Canton Fair is just a time to entertain 2.02 0.79 
Chinese trade partners rather than a time to 
negotiate business. 
Chinese trade partner will only indicate his 2.05 0.80 
intention of obtaining persona丨 benefits to 
your local Chinese staff or to HK trader; he 
will seldom indicate his request to a foreigner. 
Commission rebate to your Chinese 2.07 0.65 
counterpart is a normal practice in China trade 
business. 
The most important and effective contact in 2.07 0.69 
China trade business is to build up personal 
relationship wi th the section manager of your 
trade counterpart. 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates 
Strongly Agree while 4 indicates Strongly Disagree, 
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TABLE 12 (CONTINUED) 
PERCEPTIONS ON CHINA TRADE PRACTICES 
Statements on China Trade Practices Mean* Standard 
Deviation 
It is important to aim at long term relationship 2.10 0.66 
wi th your Chinese trade partner. Therefore, it 
may be wise to make some sacrifice or 
concession at the initial contacts. 
The concept of punctual delivery has 2.1 5 0.53 
improved in recent years. 
Some Chinese trade partners would agree to 2.17 0 .54 
incorporate the portion of their demand for 
personal benefits into the contract price. 
It is easier to source product directly from 2.17 0.67 
factory. 
To be successful, a China trader should spend 2.20 0 .64 
more to entertain his Chinese counterpart. 
It is an advantage if you can drink a lot. 2 .24 0.62 
Chinese businessmen will normally finalize 2.27 0.67 
decision in informal discussion while the 
official meeting is just for formality. 
Competition as a result of deregulation has 2.32 0.65 
caused the state-owned enterprises to 
improve their work attitude. 
It is more time-consuming to spot the right 2.34 0.66 
company to negotiate a deal. 
It is more difficult to develop personal 2.39 0.67 
acquaintance or 'guanxi' wi th Chinese trade 
partner. 
Unlike western practice, the top-down 2.41 0.67 
influence is less effective in China. 
It is difficult to assess the creditability of the 2.46 0.67 
Chinese trade partner. 
It is more difficult to control product quality. 2.49 0.81 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates 
Strongly Agree while 4 indicates Strongly Disagree. 
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TABLE 12 (CONTINUED) 
PERCJEPTIONS ON CHINA TRADE PRACTICES 
Statements on China Trade Practices Mean* Standard 
Deviation 
The quality of bank services has improved in 2.58 0.55 
recent years. 
Doing business wi th China's provincial 2.65 0.66 
representative companies in Hong Kong is 
more effective than doing business directly in 
China. 
The national inspection bureau (China 2.73 0.60 
Commodity Inspection Bureau) will normally 
produce a fair inspection or survey report. 
As the Chinese partner generally lacks market 2.80 0.7b 
information, it is easier for China trader to get 
a good price in a deal. 
The current foreign trade law in China can 2.98 0.69 
properly protect the rights of foreign 
businessmen. 
The trade practices in China are compatible 3.00 O.bb 
with the international practices. 
*Mean is calculated based on a scale from 1 to 4, where 1 indicates 
Strongly Agree while 4 indicates Strongly Disagree, 
62 
when buying from China. This corresponds to the findings in previous 
secW^n that respondents perceive a poor and not dependable quality control 
in China. It becomes a must for China traders to have their own control 
before shipment. 
It has been agrued that patience is the key to success in China 
business. It is especially important during the negotiation process in which 
Chinese are basically inflexible. Sometimes, a high level of patience will pay 
off. With a mean of 1.66, it indicates that most respondents support this 
argument strongly. 
Another key to success in China trade would require traders to speak 
their language. This sounds logical because it will enhance better 
communication and be easier to develop personal relationship. Thus, people 
who are from the same native place or who speak the same dialect will be 
in advantage to conduct business. Strong support is also found from the 
survey that the mean score to the statement is 1.68. 
people generally view that operations in Special Economic Zones are 
more flexible than in other cities. The flexibility may be enhanced by the 
previlege policies granted to the areas or it is caused by less governmental 
intervention. The mean to this argument is 1.80 which indicates that most 
respondents share this vision. 
The next strong consent from respondents relates to the cost of doing 
business in China. The running cost in China is getting higher and higher due 
to its persistent high inflation. The mean to this statement is also 1.80. 
Chinese care about their reputation and like to be respected. 
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Therefore, to give 'face' to your Chinese counterpart is very important in all 
time、contacts. This rule may also apply even in the case of dispute. 
Respondents give strong consent to this argument of which the mean is 
1.85. 
The function of Canton Fair is fading out as communication means 
improve. Though it is still a popular occasion in matching business partners, 
the duration of the fair has been shortened. In fact, some China traders have 
claimed that the Cantan Fair nowadays is just a time to meet your partners 
and to maintain social contacts rather than to negotiate a deal. It is not 
uncommon that a deal has basically been finalised before the Fair between 
the parties and contract will be formally signed during the Fair. The value of 
contract signed during the period, therefore, will be treated as the fruitful 
result of the Fair. The argument on the Canton Fair has been received good 
support from the respondents. The mean is 2.02 which indicates that most 
respondents share similar view. 
Despite the fact that some Chinese trade partners will request for 
personal benefits from their counterparts, they seldom do this to foreigners. 
One possible explanation may relate to the cultural differences. On one 
hand, Chinese care for their 'face' while, on the other hand, they are afraid 
of being turned-down or complained by their partners. As Chinese do not 
ful ly understand the mentality of westerners, they will not take risk to try 
to obtain personal benefits from non-Chinese. Instead, overseas Chinese 
would be convenient targets. This includes businessmen from Hong Kong 
and Taiwan. The result of a mean of 2.05 shows that respondents basically 
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agree with this line of thinking. 
^ The findings in the previous section conclude that the corruption is not 
a big problem to the respondents. In fact, most respondents think that the 
integrity of their Chinese counterparts is good. One may suspect that this 
should be something related to the value judgement of the respondents on 
how they perceive corruption. Commission rebate to the Chinese trade 
partners are usually regarded as one form of corruption. However, 
respondents in the survey treat it as a normal practice in China trade. In 
other words, they have prepared for that and do not consider it as an 
annoying or unreasonable demand. With a mean of 2.07, large portion of 
respondents hold this vision which may partly explain the previous findings. 
Despite the fact that a middle level manager in a Chinese organisation 
is supervised by the top manager, normally the section manager has great 
decision-making power in a trade deal. Sometimes, the influence from the 
top management is less effective if the section manager insists on the way 
he is doing. It is, therefore, important and effective to develop harmony 
relationship with the section manager of your trade partner. The mean result 
to this argument is 2.07 which gives strong support to this belief. 
Doing business in China is costly. China traders cannot expect to cover 
their searching cost and other costs in one deal. Instead, it will make sense 
to aim at long-term business especially after the building-up of mutual trust 
and persona丨 relationship. Some argue that sacrifice or concession to 
Chinese trade partners in some early deals will pay off. This is assuming the 
Chinese respect reciprocity. The perception from the respondents generally 
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supports this line of thinking of which the mean is 2.10. 
^ Delivery is one of the key concerns to China traders. As China is 
attempting to improve its foreign trade practices, it is expected that the 
concept of punctual delivery should have improved in recent period. This is 
supported by the finding that with a mean of 2.15, most respondents hold 
the similar viewpoint. 
As discussed in earlier paragraph, commission rebate to Chinese trade 
partners is well accepted by some respondents as a normal practice rathan 
than an annoyance. In some case, Chinese will ask for personal benefits 
without digging into their counterparts' pocket. Instead, they will try to shift 
their enterprise's interest to their own benefit by incorporating the portion 
to the contract price and then ask for the rebate. It sounds like a conspiracy 
committed by the China traders. Nevertheless, result in the survey generally 
support this argument. A mean score of 2.17 represents that respondents 
share this vision. 
As a result of decentralisation, sourcing directly from factory, either 
from state-owned factory or from joint-venture enterprise, is now possible 
in China. Under the agency system, the factory may have freedom to 
choose its trading agent. Therefore, China traders will generally try to locate 
ultimate supplier directly instead of through foreign trade corporations. Large 
number of respondents agree that it is easier to source product directly from 
factory, of which the mean is 2.17. 
Entertaining your partners is a way to develop personal and social 
relationship. It is common and helpful to invite your trade partners to have 
( 
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an excellent banquet in a deluxe hotel or to relax in a karaoke at night time. 
Som、etimes, invitation extended to your partners for an exploratory trip to 
overseas will pay off. Although all these measures will raise the running cost 
to the China traders, it will be worthwhile for long-term business dealings. 
With a mean of 2.20, respondents tend to support that, to be successful, 
it needs to spend more in entertaining their trade counterparts. 
Among all means of social contacts, drinking with your partners may 
be one of the short-cuts to develop personal acquaintance. This is 
particularly true in northern part of China. The culture there seem to qualify 
friendship in terms of the drinking capacity. Therefore, it will be of 
advantage to those who can drink more aggressively. The mean result to 
this argument is 2.24, which represents a positive remark. 
As mentioned before, Chinese way of doing business normally start 
from a long process of informal negotiation. This process is important for 
both parties to bargain for the best terms to themselves and it is the period 
that China traders should be patient. Having formed a mutual agreement in 
the informal negotiation process, a formal setting will be called for to sign 
the contract. Some business done in Canton Fair belong to these type of 
negotiation. The survey result with a mean of 2.27 reveals that respondents 
tend to agree that this is a typical Chinese business pattern. 
Improvement is expected from the state-owned enterprises as a result 
of the competition. These organisations have lost monopoly power over the 
foreign trade business. Also they are now under a self-responsibilty system 
in which they will account for all their own profits and losses. This means 
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that they need to compete with other local companies in order to survive. 
It is、丨ogical to assume a positive change in working attitude from these 
state-owned companies. The support of this view from respondents tend to 
be positive of which the mean score is 2.32. 
China traders used to deal with a small number of partners. However, 
as a result of the trade reform, it seems to require more efforts to locate 
right trading partners who may be suppliers or end-users. This may include 
to verify if they have import and export rights or if they have proper permit 
or licence. Some may also need to check if they have adequate foreign 
exchange to pay for the imported goods. This process may be time-
consuming and costly. A mean of 2.34 means that respondents basically 
share this feeling. 
As the trend of decentralisation develops, respondents will need to 
conduct multi-channelled contacts. This will cause a more complex 
communication network and, as a result, it will be difficult to establish close 
personal relationship with all Chinese partners. The mean result is 2.39 
which falls more on the agree side. 
As discussed earlier, every position in the Chinese organisations has 
some say or impacts on the business. Although the top level personnel is in 
theory the one with ultimate authority, the key decision-maker will be at the 
middle level . Therefore, unlike western organisations in which personnel at 
the top hierachy has strong power and influence on certain business 
decision, the authoritative instructions from the top may not necessarily 
work in Chinese enterprises. The mean score to this argument is 2.41, 
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which is close to a neutral view point. 
^ Opinions on the assessment of the creditability of Chinese trade 
partners are diversified. The mean result of 2.46 represents a neutral 
perception. 
Although respondents have shown their concern on quality issue in the 
previous sections, they do not necessarily perceive that the situation is 
deteriorating in China. The mean score on the statement that it is more 
difficult to control product quality is 2.49. This is also a neutral view. 
The perception on the Chinese bank service remains poor. Some 
respondents do not think that there are improvements in bank services in 
recent years. As China is considering to open up the banking industry to 
foreign banks to allow them to handle RMB, it is likely that more share of 
business will go to the foreign banks. 
In China, all import goods or export items are required to undergo 
inspection by the national inspection bureau or its subsidiary offices. This 
is an attempt to ensure an acceptable quality standard in business dealings. 
However, China traders will hardly believe that a high standard inspection 
will be conducted. That is why traders worry about the quality and propose 
to strengthen their own quality control. A mean of 2.73 represents that 
respondents lack confidence on the Chinese inspection system. 
As revealed in earlier section, respondents have perceived their 
Chinese trade partners of lacking updated market information. However, 
they do not think that they could be at an advantage in price negotiation. 
The mean to the argument that China traders could get a good price in a 
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deal is 2.80 which falls on the negative side. 
^ The Chinese government has promulgated a number of foreign trade 
laws and regulations during its reform process to strengthen the legal 
environment for China traders. However, the general perception from 
foreigners is still negative. Most respondents in the survey do not think that 
the trade laws in China can protect their rights. The mean score to this 
argument is 2.98 which is second highest among those 29 statements. This 
lack of confidence in legal aspect is in line with the negative feeling on the 
Chinese arbitration. 
Finally, the stongest disagreement, with the highest mean of 3.00, 
relates to China's trade practices in general. Although the Chinese 
government is aiming at reforming its foreign trade regime up to the 
international standard, the result is far from satisfactory. Some cultural 
factors discussed in previous secitons seem to have partly attributed to the 
failure. 
CHAPTER V 
OPPORTUNITIES, PROBLEMS, AND STRATEGIES FOR CHINA TRADER 
Opportunities 
The foreign trade reform in China has brought a number of changes to 
the traditional trade practices. The most apparant move is the trend of 
deregulation and decentralisation. National foreign trade corporations and 
provincial foreign trade corporations have lost their monopoly power in trade 
business. China traders are not mandated to deal with these organisations 
as it was in the past. 
Moreover, the trend of relaxation of import and export control also 
give China trade practitioners chances to get direct access to ultimate 
suppliers or end-users. And this in inturn will create competition among 
Chinese firms and become the new market force. In general, there exists 
some opportunities to China traders as a result of such changes: 
1. More choices for product supply; 
2. Huge consumption market for imported goods; 
3_ Direct sourcing from suppliers or direct selling to end-
users; 
4. More relaxation on trade administration; 
5. Easier for Hong Kong China traders to deal with Chinese 
supplier/end-user due to language compatibility; and 
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6. Easier to establish 'guanxi' with Chinese supplier/end-
users through providing them with international market 
information. 
Problems 
Despite the above-mentioned opportunities due to the recent foreign 
trade reform, there also exist some potential problems to most, if not all, 
China traders. These include: 
1. Serious corruption; 
2. Unreliable quality control; 
3. Poor delivery schedule; 
4. Poor product knowledge; 
5. Dishonesty in contract performance; 
6. Poor working attitude; 
7. Inflexibility on contract negotiation; 
8. Bureaucratic; 
9. Increasing search cost to locate genuine supplier or end-
users; 
10. Higher travelling, accommodating, and entertaining cost 
in China; 
11. China is too big for China traders to search for the best 
deal; 
12. More 'guanxi' needed to be built up with various types 
of trade partners as a result of deregulation. 
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All these potential problems require China traders to develop their 
busir^ess strategies with reference to their nature of industry. 
Strategies 
In previous sections, some opportunities as well as some problems for 
China traders arising from the foreign trade refrom have been identified and 
discussed. These considerations are further explored with the general 
findings from the survey so as to formulate some effective strategies for 
China traders. 
In order to trade successfully in China, some of the following 
strategies deserve consideration and evaluation depending upon China 
traders' own background and resources: 
1. Set up liaison office(s) in your selected trade area(s) and 
employ local staff to make day-to-day contacts; 
2. Make business trips to China to visit your trade partners 
and have more face-to-face contacts as frequent as 
possible; 
3. Try to develop good personal acquaintance with the key 
contract decision-maker, normally the section manager 
of the organisation; 
4. Become a joint-venture partner, even for a nominal 
share, which may be benefical to build up mutual trust 
with your Chinese trade partner and to have better 
quality control as well as better delivery; 
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5. When negotiating with Chinese, be patient enough and 
^ make sure you give 'face' to your counterpart; 
6. Make deliberate concessions to your Chinese 
counterpart, whenever possible, for long-term business 
relationship; 
7. Choose the area close to your native place to run your 
business or at lease employ a staff who speaks the 
same dialect with your counterpart; 
8. Do business with joint-venture enterprises or township 
enterprises; and 
9. To sell to China, you should try to build up your 
company's image as a large and prestigious firm; a track 




SUMMARY AND CONCLUSIONS 
Over the past sixteen years, China has expanded its foreign trade 
volume tremendously. It not only contributes to the wealth of the nation, 
but also interacts with most developed countries. It is of particular 
importance to Hong Kong since China is the largest trading partner to this 
entrepot. During the period, China has been cautiously searching for a best 
economic system to achieve its 'socialist market economy'. Reform of its 
foreign trade regime is part of the programme. Though the reform has not 
yet made China's foreign trade system to be compatible with international 
practices, at least it provides a blueprint of its future development. 
Although the trade system has improved in China, people involved in 
the system may not be easy to change. This is particularly true for those 
foreign trade c o r p o r a t i o n s which used to be government bureaucracies. 
General comments collected from the survey reflect that the quality of state-
run enterprises are far from satisfactory. 
In this project, it is attempted to generalise some features of China 
business so as to facilitate China traders to formulate their business 
strategies. One basic generalisation seems to suggest that Chinese culture 
plays an important role in business world. Giving 'face', developing 'guanxi' 
and showing reciprocity are all powerful weapons in the Chinese business 
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battlefield. Persistent and repeated contacts will help to build up relationship 
with、your counterparts. Also, China traders should aim at long-term business 
or else their running cost, including time and efforts, would not be justified. 
Other generalisation from the survey seems to suggest that Hong Kong 
China traders might have advantages over foreigners. The advantages arise 
from sharing same culture and speaking same language. In effect, these 
factors contribute to better communication which in return facilitate the 
friendship development. 
Finally, it can be concluded that the trade practices in China so far are 
still not up to international standard, though China has been trying to do 
that. Therefore, measures to control the quality and delivery are important 





APPENDIX TABLE 1 
、 CHINA'S IMPORTS AND EXPORTS, 1978-1994 
(Unit:US$ Million) 
YEAR TOTAL EXPORTS IMPORTS 
197 8 20,630 9,745 10,893 
197 9 29,333 13,658 15,695 
198 0 38,136 18,119 20,017 
198 1 44,022 22,007 22,015 
198 2 41,606 22,321 19,285 
198 3 43,616 22,226 21,390 
198 4 53,549 26,139 27,410 
1985 69,602 27,350 42,252 
198 6 73,846 30,942 42,904 
198 7 82,653 39,437 43,216 
198 8 102,784 47,516 55,268 
1989 111,678 52,538 59.140 
1990 115,443 62,093 53,350 
199 1 135,633 71,842 63,791 
1992 165,525 84,940 80,585 
199 3 195.713 91,763 103,950 
1994 236,731 121,038 115,692 
Source: 1. 1 Q7«-1 data： China Business Guide Book. 1992; 2. 
1980-1993 data: Almanac of China's Foreign Economic Relations and 
Trade 93/94; 3. 1994 data: China's Customs Statistics Monthly. 
December 1994. 
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APPENDIX TABLE 2 
C^HINA'S FOREIGN TRADE ANNUAL GROWTH RATES' 1981-1994 
YEAR TOTAL EXPORTS IMPORTS 
( W TO 
1981 9.9 
1 982 ^ l A -12.4 
198 3 ^ ^ 10.9 
198 4 28.1 
198 5 ^ 54.2 
1986 l ^ J 1_5 
198 7 2 7 ^ 0_7 
1988 27.9 
1989 ^ 7.0 
1990 ^ -9.8 
199 1 19.6 
199 2 26.3 
199 3 ^ 28.9 
1994 21.0 31.9 ” . 3 
Source: 1. 1 QQ^ Hata： Almanac of China's Foreign Economic 
Rela t ions and Trade 93/94: 2. 1 994 data: Calculated from the data 
• published in China's Customs Statistics Monthly, December 1 994. 
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APPENDIX TABLE 10 
CHINA'S EXPORT SHARE AND RANKING 
、 IN WORLD EXPORTS, 1980-1994 
YEAR WORLD CHINA CHINA'S RANKING 
EXPORTS EXPORTS SHARE IN 
(US$ (US$ WORLD 
Million) Million) EXPORTS 
(%) 
1980 1,990,568 18,119 ^ 
1981 1,972,439 22,007 U 1L_ 
1982 1,830,835 22,321 
1983 1,807,844 22,226 ] ] _ 
1984 1,901,873 26,139 
1985 1,927,707 27,350 1^4 ] 7 _ 
1986 2,115.696 30,942 
1987 2,496,878 39,437 H _ 
1988 2,838,223 47,516 
1989 3,036,065 52,538 1 ± _ 
1990 3,470,000 62,093 U 
1991 3,530,000 71,842 ^ 
1992 3,700,000 84,940 ^ ” 
1993 3,687,000 91,760 ^ 
1994 4,129,4403 I 121.038^ 2.9 ” | 
Note: a. The figure is calculated based on 12% growth in 1994 
according to WTO. b. The figure is reported in China's Customs 
c;tatiqtir:s Monthly, December 1994. 
Source: 1. Hata； Almanac of China's Foreign Economic 
Relations and Trade 93/94; 2. 1994 data: South China Morning 
Post, April 4, 1995. 
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APPENDIX TABLE 4 
EXCERPT OF CHINA'S IMPORTS AND EXPORTS BY COUNTRY, 1994 
(Unit: U$$ Million) 
COUNTRY TOTAL EXPORTS IMPORTS 
Total 236,731 121,038 115,692 
Japan 47,894 21,573 26,321 
(20.2%) (17.8%) (22.8%) 
Hong Kong 41,821 32,365 9,457 
(17.7%) (26.7%) (8.2%) 
USA 35,432 21,461 13,970 
(15.0%) (17.7%) (12.10/0) 
EC 31,519 14,580 16,939 
(13.3%) (12.0%) (14.6%) 
Taiwan 16,327 2,242 14,085 
(6.9%) (1.9%) (12.20/0) 
Note: The percentages are calculated from the reported data. 
Source: China's Customs Statistics Monthly, December 1994. 
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APPENDIX TABLE 10 
EXCERPT OF CHINA'S COMPOSITION OF IMPORTS & EXPORTS BY 
* SECTION AND DIVISION, 1994 
(Unit: US$ Million) 
COMMODITY EXPORT IMPORT'^ % CHANGE % CHANGE 
(BY SITC R3) OF EXPORT OF IMPORT 
Total 121,038 115,693 31.9 11-2 
Primary Products 19,707 16,468 18.2 15.8 
(16.3%) (14.2%) 
of which: ‘ 
Textile fibres and 1,093 2,983 33.4 94.8 
their wastes (0.9%) (2.6%) 
Manufactures 101,331 99,224 34.9 10.5 
(83.7%) (85.8%) 
of which: 
Machinery and 21,928 51,564 43.6 15.7 
transport (18.1%) (44.6%) 
equipment 
Textile yarn, 11,818 9,347 35.8 22.2 
fabrics, made-up (9-8%) (8.1%) 
articles and 
related products 
Articles of apparel 23,732 622 28.6 12.8 
and clothing (19.6%) (0.5%) 
accessories = = = L = = J = = ! 
Note: a. The percentage is calculated to reflect the share in total 
exports, b. The pe r cen tage is calculated to reflect t h e share in t o t a l 
imports. 
Source: China's C u s t o m s Statistics Monthly, December 1994. 
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APPENDIX TABLE 6 
EXCERPT OF CHINA'S IMPORTS & EXPORTS BY 
^ PROVINCES/REGIONS, 1994 
(Unit: US$ Million) 
CHANGE CHANGE 
PROVINCES/ OF OF 
REGIONS EXPORT IMPORT EXPORT IMPORT 
Total 121,038 115,693 31.9 11_2 
Guangdong 50,202 46,533 34.2 13.6 
Shanghai 9,157 8,905 39.4 12.2 
Beijing 8,344 20,939 24.1 -2.8 
Jiangsu ‘ 6 , 6 8 5 5,072 43.7 10.4 
Fujian 6,430 5,760 24.7 17_9 
Zhejiang 6,085 2,902 40.8 20.4 
Liaoning 16.9 24.8 
Shandong 5,865 3,754 39.6 21.8 
Tianjin 30.9 48.6 
Hebei 2,303 854 37.1 9.2 
Sichuan ^ 56.0 20.4 
” 39.7 2.9 
Hunan “ 1 , 5 4 3 608 35.6 2.1 
Jilin 1,366 1,424 13.3 9.5 
Guangxi 44.4 49.9 
Source: China's C u s t o m s Statistics Monthly, December 1994. 
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APPENDIX TABLE 10 
CHINA'S IMPORTS & EXPORTS BY DOMESTIC ECONOMIC AREAS, 
、 1994 
(Unit: US$ Million) 
DOMESTIC EXPORT IMPORT % % 
ECONOMIC CHANGE CHANGE 
AREAS OF OF 
EXPORT IMPORT 
Special Economic 16,945 16,409 29.1 7.3 
Zones 









Bonded Areas 318 466 61.1 103.7 
Coastal Open 33,970 26,713 46.1 17.3 
Cities I I I I 
Source: China's Customs Statistics Monthly, December 1994. 
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APPENDIX TABLE 8 
fH INA 'S IMPORTS & EXPORTS BY SEZ/COASTAL CITIES, 1994 
EXPORT IMPORT % CHANGE % CHANGE 
(US$ Mn) (US$ Mn) OF EXPORT OF IMPORT 
Total 121,038 I 115,693 ^ ” 
Special Economic Zones: 
Shenzhen 8,937 8,558 28.8 17.6 
Zhuhai 1,826 2,003 22.8 ^ 
Shantou 2,330 1,811 48.9 -28.0 
Hainan 953 1,806 3.5 13.0 
" ^ a m e n 2,899 2,231 31.0 10.9 
Coastal Cities: 
Tianjin 2,693 2,854 30_9 48.6 
Qinhuangdao 492 139 1077.7 14.2 
Dalian 4,773 2,671 11.3 28.3 
Shanghai 9,157 8,905 39.4 12.2 
Nantong 759 533 36.3 5.2 
Lianyungang ^ ^ ^ -39.1 
Ningbo — 1,536 1,043 56.5 
Wenzhou 一 171 76 89.3 ^ 
口丨 7hn 丨丨 2,045 1,358 25.4 
" l l i ngdao “ 4,094 1,780 327.8 106.0 
Yantai 一 463 474 59.3 46.5 
Guangzhou 7,231 5,885 33.5 ^ 
Zhanjiang 333 695 41.7 -3.4 
^ e i h a i 1 5 2 ! 2 4 5 ! 105.8 | 22.5 
Qnurrp- China's C u s t o m s Statistics Monthly, December 1994. 
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APPENDIX TABLE 10 
CHINA'S IMPORTS & EXPORTS BY FOREIGN-INVESTED 
、 ENTERPRISES, 1994 
(Unit: US$ Million) • 
FOREIGN-INVESTED EXPORT IMPORT % % 
ENTERPRISES CHANGE CHANGE 
OF OF 
EXPORT IMPORT 
Total 34.713 52,934 3；^ 26.6 
Sino-foreign Equity 18,075 29,881 28.0 15.4 
Joint-ventures 
Foreign-owned 11,283 13,853 55.9 55.9 
Enterprises 
Sino-foreign 5,355 9,200 38.1 30.7 
Contracted 
Joint-ventures _ _ _ = = 1 = = L = = J 
Source: China's Customs Statistics Monthly, December 1994. 
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APPENDIX TABLE 10 
HONG KONG'S MERCHANDISE IMPORTS & MERCHANDISE TOTAL 
I EXPORTS, 1978-1994 
(Unit: HK$ Million) 
YEAR TOTAL IMPORTS TOTAL 
TRADE EXPORTS 
197 8 116.964 63,056 53,908 
197 9 161,771 85,837 75,934 
198 0 209,893 111.651 98,242 
198 1 260,538 138,375 122,163 
198 2 270,278 142,893 127,385 
198 3 336,141 175,442 160,699 
1984 444,811 223,370 221,441 
1985 466,572 231,420 235,152 
198 6 552,485 275,955 276,530 
198 7 755,982 377,948 378,034 
1988 991,867 498,798 493,069 
1989 1,133,290 562,781 570,509 
199 0 1,282,404 642,530 639,874 
199 1 1,544,868 778,982 765,886 
1992 1, &80,248 955,295 924,953 
1993 2,118,847 1,072,597 1,046,250 
199 4 2,420,722 1,250,709 1,170,013 | 
Source: Hong Kong, Census & Statistics Department, Hong 
Knna Trade Statistics, December 1994. 
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APPENDIX TABLE 11 
HONG KONG'S DOMESTIC EXPORTS & RE-EXPORTS, 1989-1994 
(Unit: HK$ Million) 
YEAR TOTAL DOMESTIC RE-EXPORTS 
EXPORTS EXPORTS 
1989 570,509 224,104 346,405 (25.8%) 
(15.7%) (3.0%) 
1990 639,874 225,875 413,999 (19.5%) 
(12.2%) (0.8%) 
1991 765,886 231,045 534,841 (29.2%) 
(19.7%) (2.3%) 
1992 924,953 234,123 690,829 (29.2%) 
(20.8%) (1.3%) 
1993 1,046,250 223,027 823,224 (19.2%) 
(13.10/0) (-4.7%) 
1994 1,170,013 222,092 947,921 (15.1%) 
(11.8%) (-0.4%) 
Source: Hong Kong, Census and Statistics Department, Hong Kong 
External Trade, January 1995. 
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APPENDIX TABLE 12 
HONG KONG'S IMPORTS BY MAIN SUPPLIERS, 1991-1994 、 
(Unit: HK$ Million) 
COUNTRY 1994 1993 1992 1991 
China 470,876 402,161 354,348 293,356 
Japan 195,036 178,034 166,191 127,402 
Taiwan 107.310 93,968 87,019 74,591 
USA 89,343 79,419 70,594 58,837 
S. Korea 57.551 48,220 44,155 34,944 
Singapore 61.968 47,835 39,087 31,525 
Germany 28.660 24.918 21.911 16,641 
UK 25,405 21,438 19,221 16,545 
Source: Hona Kona Monthly D . _ t of Statistics, March 1995. 
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APPENDIX TABLE 10 
HONG KONG'S DOMESTIC EXPORTS BY MAIN DESTINATION, 
、 1991-1994 
(Unit: HK$ Million) 
COUNTRY 1994 1993 1991 
China 61,009 63,367 61,959 54,404 
USA 61,419 60,292 64,600 62,870 
Germany 12,811 13,969 15,956 19,318 
Singapore 12,225 11,344 10,360 8,794 
UK 10,292 10,771 12,541 13,706 
Japan 10,455 9,677 10,997 11,666 
Taiwan 6,076 6,261 6,500 6,066 
Canada 4.173 4,734 5,018 5,014 
Source: Nona Kona Monthly Dinfist of Statistics, March 1995. 
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APPENDIX TABLE 14 
HONG KONG'S RE-EXPORTS BY MAIN ORIGIN, 1991-1994 
(Unit: HK$ Million) 
COUNTRY 1994 1993 1992 • 
China 545.831 474,007 403,782 315,689 
Japan 121,936 109,949 84,966 57,215 
Taiwan 72.060 64,649 54,442 41,693 
USA 43.678 37,424 32,113 26,591 
S. Korea 27,444 21.685 19,391 15,019 
n^rm^ny 14,588 14,256 9,134 6,805 
Singapore 15.069 11.836 8,269 6,206 
UK 8,983 8,426 7,404 5,813 
Source: Hona Kona Monthly of Statistics, March 1995. 
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APPENDIX TABLE 10 
HONG KONG'S RE-EXPORTS BY MAIN DESTINATION, 1991-1994 
I 
(Unit: HK$ Million) 
COUNTRY 1994 1993 1992 1991 
China 322.835 274,561 212,105 153,318 
USA 210.077 180,349 148,500 110,802 
Japan 54.745 4 4 J 56 37,465 29,574 
Germany 41,617 40,798 33,103 32,073 
UK 27,318 24,536 20,591 14,663 
Taiwan 22.416 21,910 26,156 24,765 
Singapore 20,346 17.143 13,866 12,094 
S. Korea 16,483 丨 15,538 13,588 14,631 
Source: Hona Kona Monthly D _ t of Statistics, March 1995. 
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APPENDIX TABLE 16 
、 
HONG KONG'S TRADE INVOLVING OUTWARD PROCESSINGS IN 
CHINA, 1991-1994 
(Unit: US$ Million) 
YEAR TOTAL DOMESTIC RE-EXPORT IMPORTS RE-EXPORTS 
EXPORTS EXPORTS TO TO CHINA FROM OF CHINA 
TO CHINA CHINA CHINA ORIGIN 
1991 , 113 ,931 40,369 73,562 197,384 221,450 
1992 141,639 44,271 97.368 254,013 299,833 
1993 160,178 45,141 115,037 295,203 364,536 
1994* 131,784 31,364 100.419 262,609 305,231 
Note: "Figures of 1994 include 9-month values from January to September. 
Source: Nona Kona Monthly Digfist of Statistics' March 1995. 
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APPENDIX TABLE 10 
HONG KONG'S DOMESTIC EXPORTS BY PRINCIPAL COMMODITIES' 
* 1991-1994 
(Unit: HK$ Million) 
COMMODITY 1994 1993 1992 1991 
(SITC R3) 














Parts and 13,483 13,810 15,239 12,372 
accessories 






Watches and 13,196 13,161 15,476 17,037 
clocks 
Tele- 10,990 12,095 10,991 11,519 
communications 
equipments = = L = = ] = = i 
Source: Hnna Kona Monthly Digest of Statistics, March 1995. 
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APPENDIX TABLE 18 
、 
CHINA'S IMPORTS & EXPORTS BY CUSTOMS REGIME, 1994 、 (Unit: US$ Million) 




Total 121,038 115,693 31.9 ” . 2 
Ordinary Trade 61,557 35,520 42.5 
Processing with 38,827 32,446 37.3 38.6 
Imp. Materials 
Processing and 18,153 15,121 13.7 16.6 
Assembling 
Barter Trade 1,602 2,396 -48.4 -39.1 
Compensation Trade 316 318 -3.6 
Border Trade 231 丨 1 9 9 ! -37.4 丨 10.7 | 




This is a questionnaire designed to the China traders in Hong Kong. The 
purpose is to investigate the general perception and comments on the 
foreign trade practices in the People's Republic of China. 
In the questionnaire, please indicate the most appropriate answer with a 
cross (X). The information supplied will be treated with strict confidentiality 
and will be used solely for the research report only. 
Thank you for your time and assistance. 
PART I. GENERAL INFORMATION 
1 • The country of origin (source of capital) of your company: 
( ) H K / M a c a u ( ) China ( ) USA 
( ) J a p a n ( ) Europe ( ) Others:__ 
2. The nature of business: 
( ) T r a d i n g only 
( ) T r a d i n g and manufacturing 
( )Others: (p lease specify), ^ 
3 How many persons does your company employ? 
• ( ) 1 - 49 ( ) 50 - 199 
( ) 2 0 0 - 499 ( ) Over 500 
4. How long has your company been operating? Years 
5 What was your company's sales in 1994? (in USD) 
. ( ) B e l o w 500,000 ( ) 500,000 -5 ,999 ,999 
( ) 6 , 0 0 0 , 0 0 0 - 9,999,999 ( ) Over 10 million 
6 How many years has your company been involved in China business? 
• ( ) 0 - 4 Years ( ) 5 - 8 Years ( ) 9 - 12 Years 
( ) 1 3 - 1 6 Years { ) Over 16 Years 
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7. What is your company's trading status in China? 
( ) 1 0 0 % buying from China 
( ) 1 0 0 % selling to China 
冬{ ) More buying from China, less selling to China 
( ) M o r e selling to China, less buying from China 
( ) A b o u t 50% buying from China and 50% selling to China 
( ) N o trading with China 
8. In which part of China does your company trade moM? 
( ) N o r t h e r n ( ) Eastern ( ) Northeastern 
( ) S o u t h e r n ( ) Southwestern ( ) Northwestern 
9. The major business focus of your company is: 
{ ) Garment ( ) Textiles fibre 
( ) C l o t h i n g accessories ( ) Textiles yarn/fabric 
( ) O t h e r s : 
10. Does your company have its own branch or liaison office(s) in China? 
( ) Y e s ( ) No 
11 What are the major trade patterns of the company with China? 
(Please rank 1, 2, 3 for the 3 major trade patterns where 1 indicates 
the most frequent.) 
Basic import/export Barter trade 
Border trade Compensation trade 
‘ Processing trade Others:_ 
12. Does your company have any joint-venture investment in China? 
• " Y e s ( ) No 
13. What kind of organizations (companies) in China does your company 
do business with most frequently? 
(Please rank 1, 2, 3 for the 3 organizations with which you do 
business most where 1 indicates the most frequent.) 
National foreign trade corporation 
Joint-venture enterprise 
Provincial foreign trade corporation 
Township enterprise 
State-owned factory 
, Others:(please specify) 
PART II. GENERAL COMMENTS 
14 In your opinion, when the market condition turns out to be 
• unfavorable to the Chinese trade partners, they will generally: 
(You may choose more than one answers in this question.) 
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( ) h o n o u r the contract . 
( ) f i n d reasonable excuses to escape from contractual obligation 
( ) c a n c e l contract without good reasons nor compensation 
场 ( ) c a n c e l contract but agree to negotiate for a compensation 
( )o thers : (p lease specify) 
1 5. In your opinion, to what extent the recent China foreign trade reform 
affects your business in China? 
( ) N o impact at all ( ) More easier to do business 
( ) M o r e difficult to do business 
16. What do you expect the possible impact to your company once China 
becomes a member of World Trade Organization? 
( )Bus iness volume with China will increase 
( )Bus iness volume with China will decrease 
( ) T h e effect will be neutral 
17. In your opinion, what is the impact of the practice of allocating quota 
by tender in China to your company? 
( ) P o s i t i v e ( ) Negative ( ) No effect at all 
18. How do you comment the flexibility of the following Chinese 
organizations in terms of business negotiation: 
(In a scale from 1 to 4, please circle the appropriate number where 1 
indicates Very Flexible while 4 indicates Very Inflexible.) 
1 2 3 4 National foreign trade corporation 
1 2 3 4 Provincial foreign trade corporation 
1 2 3 4 Joint-venture enterprise 
1 2 3 4 State-owned factory 
1 2 3 4 Township enterprise 
19. Please comment how the following problems affect the way you do 
business in China. 
(In a scale from 1 to 4, please circle the appropriate number where 1 
indicates No Problem At AH while 4 indicates Serious Problem.) 
1 2 3 4 Find a genuine supplier/end-user 
1 2 3 4 Find a reliable supplier/end-user 
1 2 3 4 Unstable currency exchange rate 
1 2 3 4 Shortage of foreign currency 
1 2 3 4 Import permit control 
1 2 3 4 Availability of export quota 
1 2 3 4 Chinese partner's lack of product knowledge 
1 2 3 4 Chinese partner's lack of market information 
1 2 3 4 Chinese partner's request for personal benefits 
1 2 3 4 Language barrier 
1 2 3 4 Too much concession made to Chinese partners 
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1 2 3 4 Unrealistic price policy 
1 2 3 4 'Guanxi'-oriented 
1 2 3 4 Unreliable delivery schedule 
^ 1 2 3 4 Unreliable quality control 
1 2 3 4 Time-consuming in business negotiation 
1 2 3 4 Inefficiency of bank services 
1 2 3 4 Unfair contract terms 
1 2 3 4 Unfair arbitration in case of contractual dispute 
1 2 3 4 Unstable economic environment, e.g. austerity 
programme 
20. How do you comment the effectiveness of the following means of 
business contacts with your Chinese trade partner: 
(In a scale from 1 to 4, please circle the appropriate number where 1 
indicates Very Effective while 4 indicates Very Ineffective.) 
1 2 3 4 Attend the Canton Fair 
1 2 3 4 Attend the Mini Fair held in various provinces 
1 2 3 4 Attend the economic & trade exhibitions held in 
HK/Macau 
1 2 3 4 Visit the Chinese partner's office 
1 2 3 4 Negotiate business in a five-star hotel restaurant 
1 2 3 4 Negotiate business in an entertainment place at night 
time 
1 2 3 4 Communicate via facsimile 
1 2 3 4 Communicate via long-distance telephone 
1 2 3 4 Communicate via letter 
1 2 3 4 Set up a liaison office in China and have the local staff 
to make contact 
1 2 3 4 Appoint a local agent to make contact on your behalf 
21. How do you comment your Chinese trade partners in general in terms 
of the followings: 
(In a scale from 1 to 4, please circle the appropriate number where 1 
indicates Excellent while 4 indicates Very Poor ) 
1 2 3 4 Product knowledge 
1 2 3 4 Market information 
1 2 3 4 Knowledge of international trade practices 
1 2 3 4 Knowledge of banking documents practices, e.g. L/C 
1 2 3 4 Efficiency 
1 2 3 4 Honesty in contract performance 
1 2 3 4 Personal integrity 
1 2 3 4 Flexibility in negotiating contract terms 
1 2 3 4 Willingness to take risk 
22. To what extent do you think the following issues will affect your 
trade business in China? 
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(In a scale from 1 to 5, please circle the appropriate number where 1 
indicates Very Positive, 2 indicates Positive, 3 indicates Neutral, 4 
、indicates Negative, and 5 indicates Very Negative.) 
1 2 3 4 5 Devaluation of RMB 
1 2 3 4 5 Reduction of tariffs 
1 2 3 4 5 Cancellation of quota 
1 2 3 4 5 Free convertibility of RMB 
1 2 3 4 5 Cancellation of import/export permits 
23. How do you comment the possible benefits to your trade business of 
establishing a joint-venture factory in China? 
(In a scale from 1 to 4, please circle the appropriate number where 1 
indicates Very Important while 4 indicates Very Unimportant.) 
1 2 3 4 A reliable production base 
1 2 3 4 Good access to supplier/end-user 
1 2 3 4 Good control of quality 
1 2 3 4 Good control of delivery schedule 
1 2 3 4 Better pricing 
1 2 3 4 Easy to obtain foreign currency 
1 2 3 4 Autonomy in import/export right 
1 2 3 4 Access to local market 
1 2 3 4 Easy to obtain export quota 
1 2 3 4 Flexible in avoiding some customs duty or tariffs 
1 2 3 4 Access to market information 
1 2 3 4 Easy to build up 'guanxi' or personal acquaintance with 
Chinese partner 
24. How do you comment the efficiency of the following Chinese 
organizations? 
(In a scale from 1 to 4, please circle the appropriate number where 1 
indicates Very Efficient while 4 indicates Very Inefficient.) 
1 2 3 4 Inspection bureau 
1 2 3 4 Customs office 
. 1 2 3 4 State-owned bank 
1 2 3 4 National foreign trade corporation 
1 2 3 4 Provincial foreign trade corporation 
1 2 3 4 Township enterprise 
1 2 3 4 Joint-venture enterprise 
1 2 3 4 Shipping company 
1 2 3 4 Insurance company 
1 2 3 4 Central MOFTEC office 
1 2 3 4 Provincial MOFTEC office 
1 2 3 4 Chamber of commerce 
100 
25. In your opinion, how do you feel about the Chinese foreign trade 
reform in recent years: 
(In a scale from 1 to 4, please circle the appropriate number where 1 
^ indicates Strongly Agree while 4 indicates Strongly Disagree.) 
1 2 3 4 It is more time-consuming to spot the right company to 
negotiate a deal. 
1 2 3 4 It is more difficult to develop personal acquaintance or 
'guanxi' with Chinese trade partner. 
1 2 3 4 It is more expensive to do business in China. 
1 2 3 4 It is more difficult to control product quality. 
1 2 3 4 As the Chinese partner generally lacks market 
information, it is easier for China trader to get a good 
price in a deal. 
1 2 3 4 It is easier to source product directly from factory. 
1 2 3 4 It is difficult to assess the creditability of the Chinese 
trade partner. 
1 2 3 4 Chinese businessmen are more flexible in Special 
Economic Zones than in other cities in China. 
1 2 3 4 The concept of punctual delivery has improved in recent 
years. 
1 2 3 4 Competition as a result of deregulation has caused the 
state-owned enterprises to improve their work attitude. 
1 2 3 4 The quality of bank services has improved in recent 
years. 
1 2 3 4 The Canton Fair is just a time to entertain Chinese trade 
partners rather than a time to negotiate business. 
1 2 3 4 It is important to be patient in negotiating with Chinese. 
1 2 3 4 It is more easier to do business with Chinese if you are 
from the same native place or if you speak their dialect. 
1 2 3 4 Commission rebate to your Chinese counterpart is a 
normal practice in China trade business. 
1 2 3 4 Chinese trade partner will only indicate his intention of 
obtaining personal benefits to your local Chinese staff or 
to Hong Kong trader; he will seldom indicate his request 
to a foreigner. 
1 2 3 4 To be successful, a China trader should spend more to 
entertain his Chinese counterpart. 
1 2 3 4 It is important to give 'face' to your Chinese partner at 
all times. 
1 2 3 4 It is an advantage if you can drink a lot. 
1 2 3 4 Chinese businessmen will normally finalize decision in 
informal discussion while the official meeting is just for 
formality. 
1 2 3 4 The national inspection bureau (China Commodity 
Inspection Bureau) will normally produce a fair 
inspection or survey report. 
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1 2 3 4 The trade practices in China are compatible with the 
, international practices. 
1 2 3 4 The current foreign trade 丨aw in China can properly 
^ protect the rights of foreign businessmen. 
1 2 3 4 It is important to have your own quality control on all 
goods purchased from China. 
1 2 3 4 Some Chinese trade partners would agree to incorporate 
the portion of their demand for personal benefits into the 
contract price. 
1 2 3 4 Unlike western practice, the top-down influence is less 
effective in China. 
1 2 3 4 The most important and effective contact in China trade 
business is to build up personal relationship with the 
section manager of your trade counterpart. 
1 2 3 4 Doing business with China's provincial representative 
companies in Hong Kong is more effective than doing 
business directly in China. 
1 2 3 4 It is important to aim at long term relationship with your 
Chinese trade partner. Therefore, it may be wise to 
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